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American Development Policy: 
The Case of Internal Improvements * 


HE subject I should like to discuss grows directly out of the 

theme of the meetings as a whole. They have been concerned with 
the American West as an Underdeveloped Region, and the title was 
intended to suggest the analogy between the United States of an 
earlier period and the so-called underdeveloped nations of the present 
day. To many it would suggest a contrast in policy. These other 
nations are now in many cases striving to achieve economic develop- 
ment by national planning and deliberate measures of governmental 
policy. On the other hand the United States achieved its massive 
economic development without over-all economic planning, without 
five-year plans or explicit national targets of input and output, and— 
it is sometimes believed—without the adoption of policies deliberately 
intended to promote development. 

Yet the contrast is not as complete as this statement would suggest. 
It is not quite true that the United States just “growed” like Topsy 
or that the American empire of the West was settled and developed 
in a fit of absence of mind. Throughout our history statesmen have 
been concerned with devising measures to promote economic growth, 


* Presidential address, Economic History Association, September 8, 1956. 


The author’s study has been carried on under the auspices of the Council for Research 
in the Social Sciences of Columbia University. The paper draws on the materials of articles 
previously published: in JourNAL oF Economic History, “The Revulsion Against Internal Im- 
provements,” X (November, 1950), 145-169; (with Harvey H. Segal) ‘“Baltimore’s Aid to 
Railroads: A Study in the Municipal Planning of Internal Improvements,” XII (Winter, 
1953), 2-35; in the Political Science Quarterly, “National Planning of Internal Improve- 
ments,” XLIII (March, 1948), 15-44; “The Virginia System of Mixed Enterprise: A Study 
of State Planning of Internal Improvements,” XLIV (September, 1949), 355-387; ‘“‘Local 
Government Planning of Internal Improvements,” XLVI (September, 1951), 411-445; “Public 
Aid to Railroads in the Reconstruction South,” LI (September, 1956), 407-442; in the 
Proceedings of the American Philosophical Society, XCII (October 25, 1948), 305-309. 
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and individuals and corporations have often come to governmental 
agencies with demands for encouragement and assistance. Many of 
the great debates on political issues have turned on what would today 
be described as development policy. Hamilton’s Report on Manu- 
factures is an obvious case in point. Its well-remembered argument 
for protection and its almost-forgotten plea for encouraging the 
importation of technical improvements from abroad are both com- 
monly duplicated in the underdeveloped nations of today. Hamilton’s 
plea for the Funding System, that it would in effect provide a favor- 
able climate for foreign investment, reminds us of what is so commonly 
urged on capital-hungry nations today. It is perhaps more difficult 
to disentangle explicit developmental considerations in the bitter nine- 
teenth-century debates over monetary and banking issues. In national 
policy there was nothing to suggest comparison with the Development 
Banks, Corporaciones de Fomento, and National Investment Funds 
that play so large a role in the current plans of the less developed 
countries, though on the state level Milton Heath’s reappraisal of the 
Central Bank of Georgia and Carter Golembe’s study of early Middle- 
Western banking may suggest that we have underestimated the 
influence of conscious development policy.’ With respect to land, the 
' great decisions down through the nineteenth century were concerned 
with the conditions under which the national domain was to be turned 
over to individuals and corporations. This was the main issue of land 
policy, not land use, not conservation, not “land reform” in the ex- 
plosive twentieth-century sense—unless you choose to regard the 
emancipation of the slaves as the most completely unplanned land 
reform in history! Yet the public domain was itself so magnificent 
that the manner of its disposition could not fail to be a major factor 
in influencing development, and explicit considerations of the rapidity 
and the desirable type of settlement dominated the debates from the 
Ordinance of 1787 to the Homestead Act, including expressions of 
deliberate preference for a particular type of social structure, that 
represented by the independent small farmer. 

In an examination of American development policy, I believe that 
particular interest attaches to the case of internal improvements. Here 
the aim was directly and unmistakably developmental and the amount 
and variety of governmental activity quite extraordinary. Recent 


1 Milton S. Heath, Constructive Liberalism: The Role of the State in Economic Development 
in Georgia to 1860 (Cambridge: Harvard University Press, 1954), ch. 9. Carter H. Golembe, 
“State Banks and the Economic Development of the West, 1830-1844,” unpublished disserta- 
tion, Columbia University, 1952. 
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studies have increased our knowledge of the number of cases, and they 
have shown that the volume of government investment was greater 
than had been believed, both in absolute figures and in relation to 
total canal and railroad investment, to total national investment, and 
to the total budgets of governmental authorities.” Yet, half a century 
ago, the first modern student of the subject, Guy Stevens Callender, 
was able to point out that our supposedly individualistic America had 
had in the early and middle nineteenth century a certain world promi- 
nence as an example of the extension of the activity of the state into 
industry. He asked what conditions had given “rise to this remarkable 
movement towards State enterprise here in America, where of all 
places in the world”—he said—“we should least expect to find it.” * 
This movement, however, appears less paradoxical if it is examined 
in the light of the economics of development. The conspicuous con- 
trast was with England. English canals and railways were built en- 
tirely by private enterprise. American canals and railways were for 
the most part products of governmental or mixed enterprise or the 
recipients of government aid. But consider the difference in economic 
circumstance. A railway between London and Liverpool ran through 
settled country and connected established centers of trade. It could ex- 
pect substantial traffic as soon as completed. On the other hand, a 
route across the Appalachians to the largely unsettled West or a railroad 
running from Chicago west across almost empty plains could hardly 
be profitable until settlement took place along its route and at its 
terminus. Jerome Cranmer uses the words “exploitative” and “develop- 
mental” for these two types of enterprise.* Exploitative canals or 


2 Professor Lively is right in pointing out that too little has been done with the comparison 
with private investment. Robert A. Lively, “The American System: A Review Article,” Business 
History Review, XXIX (March 1955), 81-96. He cites Heath’s figures on the ante-bellum South 
as a notable exception. See Milton S. Heath, ‘Public Railroad Construction and the Develop- 
ment of Private Enterprise in the South before 1861,” JouRNAL oF Economic History, X 
(Supplement, 1950), 40-53. 

An approach to the comparison with total national investment has been made in Harvey H. 
Segal, ‘Canal Cycles, 1834-1861: Public Construction Experience in New York, Pennsylvania and 
Ohio” (unpublished dissertation, Columbia University, 1956), which relates the canal expendi- 
tures to several estimates of capital formation and construction. 

Heath, Constructive Liberalism, ch. 15, relates improvement expenditures to the state 
budget of Georgia; and Goodrich and Segal, “Baltimore’s Aid to Railroads,” relate them 
to the city budget. 

3Guy Stevens Callender, “The Early Transportation and Banking Enterprises of the 
States in Relation to the Growth of Corporations,” Quarterly Journal of Economics, XVII 
(November, 1902), 111-162. Reprinted in Joseph T. Lambie and Richard V. Clemence 
(eds.), Economic Change in America (Harrisburg: The Stackpole Co., 1954), pp. 552- 
559. The quotation is from p. 524. 

4H. Jerome Cranmer, “The New Jersey Canals: A Study of the Role of Government in 
Economic Development,” unpublished dissertation, Columbia University, 1955. 











452 Carter Goodrich 





railroads were built to take advantage of an existing opportunity. With 
them early returns could be expected and private enterprise could oper- 
ate without subsidy. On the other hand the developmental undertaking 
depended for most of its traffic on the settlement that its own construc- 
tion was to bring about. But such development could not in the nature 
of the case be immediate, and substantial early returns on the investment 
were hardly possible. The ultimate benefits might be very large but 
they were certain to be deferred and likely to be widely diffused. Such 
undertakings, therefore, could hardly be carried to success by unaided 
private means. They required either government enterprise, subsidy to 
private enterprise, or else extraordinary illusions on the part of the 
original investors.° 

A survey of the history of railroad building around the world illus- 
trates this distinction and tends to confirm these observations. Few 
countries copied the British example. Certainly it was seldom followed 
where the problem was one of opening up unsettled areas or of achiev- 
ing economic development in a preindustrial region. The railroads of 
Australia and New Zealand are state enterprises. Throughout most of 
the rest of the world the greater part of the railroad network has been 
built either on government account or with different forms of govern- 
ment aid or subsidy. One variant of the latter, government guarantee of 
return on the private investment, which Daniel Thorner has described as 
“Private Enterprise at Public Risk,” was employed in India and Brazil 
as well as in France.® The purely private enterprises have been typically 
those that exploited obvious economic opportunities—to carry the 
produce of the pampas to Buenos Aires, or sugar from Cuban fields to 
the ports, or coffee to Santos. In Bolivia, for example, the pattern is 
precisely illustrated. The two railroads that take the tin from the great 
mines to the coast were built and are still owned and operated by 
private British interests, while the others are entirely governmental. 

Nineteenth-century America displayed a similar pattern. There were 
certain railroad companies, particularly on the Atlantic seaboard, ex- 
ploiting the opportunities of trade between established centers, which 
were profitable from the beginning and neither asked nor needed 
government aid. For New England, Kirkland described these as 


5 This last alternative is noted in Frank W. Fetter, “History of Public Debt in Latin 
America,” American Economic Review, XXXVII (May, 1947), 147-148. 

6 Daniel Thorner, Investment in Empire: British Railway and Steam Shipping Enterprise 
in India, 1825-1940 (Philadelphia: University of Pennsylvania Press, 1950), ch. 7. Julian 
Smith Duncan, Public and Private Operation of Railways in Brazil (New York: Columbia 
University Press, 1932). 
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“dowager railroads” and cited the Boston and Lowell as one of the 
examples.” The Camden and Amboy was a similar case, and its part- 
ner the Delaware and Hudson might be described as a dowager canal— 
both exploiting the trade between New York and Philadelphia. But 
these were exceptions. Most of the canals and early railroads depended 
for their traffic on the growth of the areas into which they were 
extended. They were developmental in character and, like develop- 
mental undertakings almost everywhere, they were in considerable 
part built with government funds and credit. 

The same distinction supplies one important clue to the understand- 
ing of the complex and apparently irregular timing of internal im- 
provements activity. In this there were, to be sure, many cross currents. 
Reversals of state policy sometimes resulted, though less often than is 
sometimes believed, when power shifted from Whigs to Democrats, or 
vice versa, or when “Redemption” ended Reconstruction regimes in 
the South. More often improvements policy varied with the phase of 
the business cycle. Ambitious programs were abandoned in depression 
years, and failures were followed by “revulsion” and constitutional 
prohibitions. The collapse of the Illinois railroad program gave a les- 
son of caution to neighboring Iowa. On the other hand, New York’s 
success with the Erie Canal had earlier inspired imitation up and down 
the entire Atlantic seaboard. Aid was given by local authorities, in 
varying amounts, in every state that formed part of the Union before 
1890; ° and in some fourteen states it continued to be given after the 
abandonment of state programs.’ It may be said that governmental 
participation at one level or another persisted in most sections of the 
country as long as “developmental” conditions continued to exist, and 
perhaps in some cases beyond that point. 

In general the relationship between developmental conditions and 
the various waves of government activity can be readily traced. For the 
Federal Government the building of the National Road and the for- 
mulation of the comprehensive internal improvement plans of Galla- 
tin and Calhoun took place when the geographical obstacle to develop- 
ment was the Appalachian Mountains; and the major extension of 


7 Edward C. Kirkland, Men, Cities and Transportation: A Study in New England History, 
1820-1900 (Cambridge: Harvard University Press, 1948). 

8In Colorado only during the territorial period. 

® States of which this was substantially true include Georgia, Illinois, Indiana, Maryland, 
Michigan, Minnesota, Mississippi, Missouri, Nebraska, New York, North Carolina, South 
Carolina, Tennessee, and Virginia. Local aid was also given in states that had not had 
State programs. On the other hand, Alabama, Arkansas, Colorado, Ohio, and Pennsylvania 
adopted constitutional prohibitions against local aid at the same time as against state aid. 
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actual aid to the transcontinental railroads took place when the ob- 
stacle was that of the Rocky Mountains and the Great Plains. Govern- 
ment activity in internal improvements was in large measure a frontier 
phenomenon, a great instance of frontier collectivism. In any given 
area it tended to diminish and die out as settlement and traffic became 
more dense and also as the business corporations themselves grew in 
strength and in the ability to raise large sums of money and commit 
them for long periods. As early as the 1850's, the American Railroad 
Journal was emphasizing this distinction. “In the infancy of our rail- 
roads,” it said, “it was frequently necessary for the community to aid 
them in its collective capacity.” Such a need continued in the South and 
in the West, declared the Journal, but in the North and East there was 
“abundant capital . . . for all legitimate enterprise,” and public aid 
was no longer required.”° To this doctrine it was not a real exception 
that Maine should vie with Oregon in furnishing some of the very 
latest cases of local government aid, since eastern Maine remained no 
less of a frontier than the Far West. Somewhat more surprising were 
the large amounts of money that Massachusetts poured out after the 
Civil War for the construction of the Hoosac Tunnel route and the 
extraordinary outpouring of municipal bonds for the building of the 
New York Midland. Yet in each case this represented an improvement 
for the less developed part of a highly developed state; and it may be 
added that in the case of the latter a new bankruptcy and the failure 
of plans for reorganization, occurring since the publication of Harry 
Pierce’s book, tend to confirm his account of the selection of the route!” 

If, then, we think of nineteenth-century America as a country in 
process of development, the experience of other countries in a similar 
situation suggests that extensive government investment in the means 
of transportation was not paradoxical but something entirely to be 
expected. What would really have been surprising would have been 
the spectacle of communities eager for rapid development but waiting 
patiently for their canals and railroads until the way was clear for 
prudent private investment to go forward without assistance. Yet neither 
an analysis of the economics of development nor analogy from foreign 
experience would account for all the peculiar forms and shapes taken 
by the American movement for internal improvements. Among its 
characteristics were three general shortcomings that would at once 


10 American Railroad Journal, XXVII (1854), 449; XXVIII (1855), 281. 
11 Harry H. Pierce, Railroads of New York: A Study of Government Aid, 1826-1875 
(Cambridge: Harvard University Press, 1953). 
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be obvious to anyone attempting to advise the underdeveloped coun- 
tries of today on the organization of their programs of public improve- 
ment. 

The first of these deficiencies was the failure to develop a workable 
economic criterion for the selection of projects for government support. 
Perhaps the sheer abundance of developmental opportunities made the 
question seem less crucial than it is for countries with more limited 
resources. There was, to be sure, no lack of statements of the reasons 
why short-run return on the investment itself was not a sufficient test. 
In addition to arguments based on the political advantages of closer 
connection between sections, which would strike a familiar note in 
many underdeveloped countries, expenditure on developmental trans- 
portation was defended on economic grounds. These statements called 
attention, often in thoroughly sophisticated terms, to its various benefits, 
not all of which could be appropriated by the collection of tolls or 
fares and freight charges. These included gains to the government 
itself in the enlargement of its tax base and the enhanced value of its 
lands, the diffused gains to the population at large in opportunities for 
income and employment, and in general the external economies pro- 
vided to business as a whole by the provision of adequate transportation. 
But how should these broader and vaguer benefits be balanced against 
the expected costs? How were expenditures on unnecessary projects 
to be prevented? If prospective profit was not to be the conclusive test, 
how much immediate loss—and under what conditions—should the 
public authorities be prepared to incur in order to obtain these general 
advantages? On these questions I have so far found no serious con- 
temporary statement. 

A second shortcoming was the failure to develop and apply criteria 
for the assignment of projects to the different levels of government 
authority—federal, state, and local. Gallatin’s admirable attempt to 
define a national project had little or no practical effect, and his pro- 
gram of federal action foundered largely on unresolved conflicts of 
state and regional interests. Within the several states, the problem of 
competing local interests was hardly less acute. Virginia attempted to 
operate on the theory of state support on equal terms to all local projects 
meeting certain specified conditions. In Pennsylvania and elsewhere 
there were bitter conflicts between proponents of a main or trunk line 
development and the advocates of aid to miscellaneous minor projects. 
Ante-bellum Georgia offered the unique example of confining its 
contribution almost entirely to a single strategically located state rail- 
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road, leaving connecting lines to local aid and private enterprise.” 
The extensive resort to the agencies of local government, the several 
thousand cases of railroad subscriptions and subsidies on the part of 
cities, counties, towns, and villages, can hardly be explained as the 
result of the application of any reasoned criteria as to which authorities 
were best fitted to make the necessary decisions. Aside from the early 
projects of the ambitious eastern seaports, each eager to carve out its 
part of the western empire, the recourse to local aid was in most cases 
a final expedient adopted after state aid had been prohibited, but when 
public demand for improvements, skillfully abetted by the companies 
themselves, still remained irrepressible. The extreme example of this 
type of causation is that of the citizenry of Cincinnati who, discovering 
that prohibition against aiding a railroad did not prevent them from 
building one, proceeded to construct the Cincinnati Southern as a 
successful municipal enterprise. 

The third shortcoming lay in the nature of the government agencies 
themselves. They were sometimes subject to corruption, the danger of 
which increased as the railroad corporations graduated from the stage 
of infant enterprises. Moreover, they were in most cases poorly equipped 
to discharge the responsibilities of planning programs of internal im- 
provement and of operating the undertakings effectively or of protect- 
ing the public interest in those that received public support. There were, 
to be sure, a considerable number of notable exceptions. The Gallatin 
Plan, prepared by the Secretary of the Treasury and a few clerks, 
would stand comparison with any twentieth-century plan for the de- 
velopment of a nation’s communications. The present location of the 
trunk line railroads is eloquent testimony to its geographic foresight. 
New York’s state enterprise, the Erie Canal, was both a financial and a 
technological success. The engineers who learned the job on the Erie 
carried their technique to other undertakings. The United States Army 
Engineers gave technical assistance to a large number of railroads; * 
and, in its early days, the Virginia Board of Public Works furnished 
engineering services to local enterprises. Georgia’s state railroad, the 
Western and Atlantic, not only earned a good return on its investment 
but also provided for the other railroads of the state their indispensable 
connection with the West. Baltimore’s City Council made serious and 
persistent efforts to guard its railroad investments. Cincinnati’s success 


12 Heath, Constructive Liberalism, ch. 11. 
13 Forest G. Hill, “(Government Engineering Aid to Railroads before the Civil War,” 
JournaL oF Economic History, XI (Summer, 1951), 235-246. 
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has already been cited. Other examples could of course be named. Yet 
it can hardly be denied that in general the governments of the time, 
with small budgets and small staffs, with little expert personnel and 
without civil service traditions, lacked what would now be regarded 
as the essential means for the effective supervision of improvement 
programs. The deficiency became more glaring as public aid came more 
and more to rest on the decisions of local authorities. Little planning 
could be expected of village or township boards deciding whether to 
recommend “whacking up” the contribution demanded by the railroad 
agent, or to risk letting the road go through the neighboring crossroads 
instead. Their chance to protect the public interest consisted mainly in 
making sure that the company really ran cars through their village in 
exchange for the contribution. 

To contemporaries the lightness or feebleness of the supervisory hand 
of government did not always appear a disadvantage. Shortly after the 
Federal Government had begun the practice of making land grants to 
railroads, a British official, reporting enthusiastically to the Privy Coun- 
cil’s Committee for Trade and Foreign Plantations, suggested its adop- 
tion in the British colonies precisely on the ground that it gave needed 
assistance without imposing the penalty of interference with man- 
agement. The American Railroad Journal often advocated public aid 
but consistently argued that governments should not take a direct part 
in improvement enterprises. As president of the Baltimore and Ohio 
Railroad, John W. Garrett protested indignantly against what he 
regarded as interference by the public directors at a time when a sub- 
stantial majority of the company’s stock belonged to the State of 
Maryland and the City of Baltimore. If these attitudes are to be dis- 
counted as ex parte, there is evidence that legislators often shared these 
views and argued for them on grounds of public interest. 

Virginia’s system of mixed enterprise was explicitly based on the 
principle that the purpose of the state subscription was to draw out indi- 
vidual wealth for purposes of public improvement, and that the 
Commonwealth’s control over the enterprises should extend no further 
than the correction of obvious abuses. With this in view, the state’s par- 
ticipation in stock and voting rights was first limited to two fifths of 
the whole. When it appeared necessary to raise the state contribution 
to three fifths, the voting power of the state proxy in the stockholders’ 
meeting was deliberately limited to two fifths, in accordance with the 
philosophy of the original law. A similar attitude was illustrated in the 
local aid statutes of a number of states that provided that the shares of 
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stock subscribed to by the local governments should be distributed 
pro rata to the individual taxpayers. It was believed inexpedient to 
leave the administration of this stock in the hands of the local author- 
ities, and that its distribution to private individuals would stimulate 
them to a vigilant supervision of the conduct of the work.” 

As long as the common purpose was that of getting the much-desired 
improvement made, those who took part in the movement were not 
very much concerned if in many cases the method employed came 
close to being public enterprise under private management. To the 
Missourians on whom James N. Primm reports, as to many other 
Americans of the period, “The details of ownership and control were 
secondary . . . to the principal objective, the establishment of a com- 
prehensive system of public improvement in the interests of the general 
welfare.” *° 

Popular interest in this objective was very widely diffused. This was 
conspicuous in the support given to the many state programs and 
perhaps even more clearly in the willingness of the citizens to vote 
to assume local taxes in so many local elections. In these campaigns the 
appeals were typically couched in terms of public spirit and local patriot- 
ism. “Call meetings,” urged a Mississippi paper. “Vote county, city, 
corporation and individual aid in bonds, money and land.” A news- 
paper from a neighboring state added its plea: “Let the Mississippians 
come up strong to the work” on election day.’® Projects were planned 
and campaigns organized in state or regional railroad conventions and 
in innumerable local railroad meetings. Boards of trade and chambers 
of commerce took leading parts in the movement. In a number of cases, 
after local government aid had been made illegal, unofficial bodies like 
these raised subscriptions in the same spirit and by appeal to the same 
arguments. It was they who took over the function of negotiating with 
the railroads over the location of their lines, shops, or roundhouses. 

Throughout the developmental period individual citizens donated 
land for railroad rights of way, permitted the use of stone and timber 
from their lands, and supplied the labor of their slaves or their teams— 
occasionally even their own labor—to what was considered the common 
cause. Often, though not always, these services were paid for in shares 
of the stock of the enterprise. Appeals for cash subscriptions to canal or 


14 An alternative explanation, that of evading a constitutional prohibition against govern- 
ment stock ownership, has been suggested for the Iowa statute. See Earl S. Beard, “Local Aid 
to Railroads in Iowa,” Iowa Journal of History, L (1952), 1-34. 

15 James Neal Primm, Economic Policy in the Development of a Western State: Missouri, 
1820-1860 (Cambridge: Harvard University Press, 1954), p. 113. 

16 Jackson Mississippi Daily Pilot, May 15, 1871. Mobile Register, October 24, 1871. 
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railroad stock were frequently based on grounds of civic duty as well 
as on prospects of financial return. Citizens were urged to bear an 
honorable part in what was often described as a great state or national 
work. In 1857 the president of a North Carolina railroad reproved his 
private stockholders for clamoring for dividends as if they had invested 
as capitalists rather than as citizens eager to promote the development 
of their state. As late as 1870, the editor of a Nashville paper declared 
that “no individual in this country outside of the Lunatic Asylum ever 
subscribed to the capital stock of a railroad expecting to receive a profit 
on the investment in the way of dividends.” This is of course not to 
be taken as literal truth. By the time the editor wrote, many investors 
had received good returns on railroad stock, and no doubt others were 
bitterly disappointed that they had not done so. But it remains true that 
for many private subscribers, as well as for those who urged government 
action, “the object,” as he said, or at least one great object, “was to de- 
velop the country, enhance the value of their lands, and create cheap 
transportation of their produce.” * 

I am sure that no one would urge the underdeveloped countries of 
today to pattern their programs of transportation development upon 
the very disorderly history of American action in the field. One may 
hope that they will succeed in avoiding the three shortcomings I have 
noted, though they will not find it easy to do so. Most students believe 
that they will need to use the powers and the borrowing power of 
government even more than in the American case. But they would 
be fortunate indeed if they found their citizens as ready to support the 
undertakings with their own savings and the forced savings of taxation 
and, if they could enlist as widespread an interest and participation in 
transportation development as was taken by the people of the United 
States. In this the local governments, for all their mistakes and inade- 
quacies, and also the voluntary associations, played a considerable part. 
The building of the American network of transportation gained support 
from the local patriotism and the booster spirit of the city, town, and 
small community. It may be pointed out that the Communist practice 
of carrying regimentation and the party apparatus down into the 
smallest units, and the very different methods of “community develop- 
ment” of India and other countries, represent deliberate efforts to ob- 
tain popular participation at the local level in the processes of economic 
development. In the United States, vigorous local participation took 
instead the spontaneous forms that have been described. 


17 Nashville Union and American, February 11, 1870. 
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On this occasion it is customary to consider The Tasks of Economic 
History. May I suggest that one such task is the examination of the 
economic effects of this American “boosterism,” of this local civic 
pride, and to ask how much of its rather noisy activity canceled out in 
cross purposes and duplication of effort,’* and to what extent its energy 
made a positive contribution to economic development. Since a large 
part of this activity has been carried on by voluntary and unofficial 
organizations, the subject has rather fallen between the stools of the 
historians of politics and the historians of business. The records of these 
bodies are less accessible than those of governments, and their accom- 
plishments are less measurable than those of business firms. Yet ex- 
ploration of the subject, whatever the difficulties, seems to me essential 
for the understanding of a unique characteristic of American life. 

My discussion of internal improvements began by citing the com- 
ment that the amount of government activity and expenditure in this 
field appeared astonishing in so individualistic a country. It ends on a 
quite different note, by suggesting that the nature and manner of this 
extensive government activity have been in close conformity with cer- 
tain special characteristics of American development. Our record 
demonstrates a preference, though by no means universal or doctrinaire, 
for government partnership or subsidy rather than for purely public 
enterprise, and for leaving management largely in the hands of individ- 
uals and corporations. In this American experience differs from that 
of many foreign countries but not of all. Our record also shows that a 
large amount of this government action was taken by local govern- 
ments, often of small communities. In this American experience is 
unique. In our case, moreover, governmental effort has been accom- 
panied and abetted by the voluntary activity of a host of unofficial civic 
organizations, for which I am sure no parallel can be found in the 
history of other developing countries. Our policy with respect to internal 
improvements has thus been profoundly affected—for better or worse— 
by the traditional American characteristics of individualism, of local- 
ism, and of the habit of voluntary association. 


CarTER GoopricH, Columbia University 


18 The effect of local rivalries in impeding the formation of a fully connected national 
railroad system, by perpetuating differences in gauge and delaying physical connections 
between lines, is discussed in George Rogers Taylor and Irene D. Neu, The American Railway 
Network, 1861-1890 (Cambridge: Harvard University Press, 1956). The text refers to the 
“long continued parochialism of the cities” (p. 51) and quotes a comment on “village 
peevishness” (p. 53). 





National Policy and Western Development 
in North America 


I 


HE general theme of these discussions calls for a reinterpretation of 

the West as an underdeveloped region. This lends credence to a 
hypothesis occasionally encountered that history is comprised of the 
examination of a succession of conceptual anachronisms devised in 
each case by the historian’s generation for the solution of contemporary 
problems and applied as an afterthought to the reconstruction of the 
past. The adoption of the concept of underdevelopment in the present 
circumstance is in line with this hypothesis and is, in this regard, in 
good company with well-worn frames of reference utilized by earlier 
generations of North American economic historians. Turner advanced 
the frontier thesis as a tool of analysis of the past at a time when major 
concern was arising over the frontier’s disappearance. Innis fashioned 
the staple-trade approach to Canadian economic development in the 
interwar years when for a time it appeared that Canadian prosperity 
and material advance had vanished coincidentally with the mortal ill- 
ness of the last great Canadian staple, wheat. 

The question of economic development took shape in the 1930's 
and has been particularly prominent in the postwar decade. It emerged 
naturally from contemporary paradox and has maintained a striking 
vitality because of the persistence of the original paradox in modified 
form but in a vastly magnified geographical context. The economic 
circumstance of poverty in the midst of plenty that characterized the 
second interwar decade has been replaced, temporarily at least, by 
prosperity throughout the Western World. In global terms, however, 
the general picture continues to be one of abject poverty, the new pros- 
perity of the Western World merely offering the paradox of potential 
plenty in world perspective. 

Adam Smith considered the causes as well as the nature of the wealth 
of nations but his nineteenth-century successors, living in an epoch in 
which riches appeared to multiply spontaneously as the outcome of 
invention, discovery, and a way of life self-defined as virtuous, paid 


little heed to the causes of wealth and bent their limited contemplative 
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energies to the discovery of the forces that determine the distribution of 
the proffered bounty. The business cycle recurrently interrupted material 
advance but, annoying and unpredictable though it was, it was bearable 
because of the magnitude and persistence of the growth of wealth and 
income. The economic catastrophe of the 1930’s led to greatly increased 
attention to cyclical fluctuations on a national basis and, in turn, to a 
questioning whether the alternating prosperity and depression of the 
business cycle might not have a secular and global counterpart in eco- 
nomic development and stagnation. Economic development, like the 
frontier, came to be a matter for investigation when its continued exist- 
ence appeared most in doubt. 

Economic development and underdevelopment cannot be assumed to 
have had great significance throughout American history simply be- 
cause they are of vital importance in America today. The record indi- 
cates that they were clearly recognized in North America throughout 
the nineteenth century and that policy was frequently related to them. 
A strong thread of continuity, therefore, links the present with the 
past. Even superficial observation, however, makes it clear that what 
constituted underdevelopment in North America a century ago is 
far from identical with any circumstance that causes major concern 
today. 

The mass of relevant current literature yields great variety of inter- 
pretation of the term “economic underdevelopment.” Some writers 
regard it as synonymous with technological backwardness and a lack of 
industrialization. They interpret it as a condition where a high propor- 
tion of the population make their living by tilling the soil. Others hold 
that lack of industry is a common but insufficient condition of under- 
development, that its one significant feature is low per capita income— 
in short, poverty. Obviously, neither of these interpretations is closely 
applicable to the significant economic circumstances and trends of 
nineteenth-century North America. There is, however, a third interpre- 
tation of underdevelopment, the simplest and most obvious of all, per- 
haps, that has little relevance today but is by far the most appropriate 
for a review of the history of this continent. It is simply the view that 
finds underdevelopment wherever an abundance of natural resources, 
useful and accessible by existing techniques of production, is exploited 
to a negligible extent. In terms of proportionality it is the situation where 
land is abundant and labor, capital, and entrepreneurship are scarce. 
This condition is not completely absent from the world today but 
superabundance of natural resources is far from being the crux of un- 
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derdevelopment at the present time. This rather than nonindustrializa- 
tion or poverty, however, was clearly the significant characteristic of the 
North American West until recent times. 

Our concern here, however, is with policy rather than definition, 
and policy raises the question of purpose. Underdevelopment is studied 
today primarily because it is recognized as an undesirable condition 
that ought if possible to be rectified. Although the justification for 
such action is elusive and imperfectly formulated, it appears to rest on 
three motives: the humanitarian desire to ameliorate distress among less 
fortunate peoples; the search for markets and for profitable investment 
outlets for labor, capital, and entrepreneurship; and the drive for de- 
fense. The importance of the humanitarian motive for present policy 
cannot be accurately determined although only the most hardened 
of cynics would deny its existence. It was not, in any case, of great 
significance in the North American historical scene since, apart from 
unpredictable and short-lived calamity, the lot of the inhabitants in the 
underdeveloped areas was not likely to be inferior to that of comparable 
groups elsewhere. However, the second and third motives, which we 
may call the investment frontier and the defensive or strategic motives, 
were at the heart of the policy of western development evolved by suc- 
cessive generations of Americans and Canadians, just as they are at 
the heart of present-day developmental policy couched in global terms. 





II 


A very little broadening of ordinary historical perspective projects 
the development of the North American West on a continental scale 
and permits its interpretation as a single massive movement that over 
a period of two centuries linked the Atlantic and Pacific economies on 
a broad front from the Rio Grande to the North Saskatchewan. Much of 
the policy relating to this movement was geographically conditioned 
and without national differentiation. Yet, above the Rio Grande, two 
nation states emerged and developed their respective Wests according 
to autonomous national policies. The lapse of nearly a century between 
the establishment of the first and second of these states renders close 
comparison difficult. Examination of national policies reveals, however, 
a measure of autonomous uniformity, a maximum of interrelationship— 
both imitative and retaliative—and traces of apparently irrational 
difference. 

A first question is whether western underdevelopment and the pros- 
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pect or necessity of doing something about it had anything to do with 
the establishment of the American and Canadian nation states. As is 
well known, it was no abstract desire for nationhood that drove the 
Thirteen Colonies to confederation and thence to federal union, nor 
did any dream of more perfect political union impel the British North 
American colonies toward confederation in the middle of the nineteenth 
century. Profound reluctance rather than eagerness marked in both cases 
the acceptance of the need for larger political structure. For both 
groups the federal political condition held exclusive if uncertain promise 
of survival. To ask whether western development was among the 
purposes of American or Canadian federalists—using the term un- 
capitalized—is to ask whether it was among the conditions of survival 
recognized by these respective groups as essential but unattainable 
without federal union. 

The climate of public opinion in the American colonies in the late 
eighteenth century suggests that developmental projects under the 
sponsorship of government were not likely to be among the prime 
purposes of the founding fathers. It was, of course, pure coincidence 
that saw the publication of the Declaration of Independence and The 
Wealth of Nations in the same year but there was nothing coincidental 
in their appearance within the same era. They emerged from the same 
general view toward government, one that rejected state interven- 
tion of almost every sort. For Americans the tyranny of government 
was no academic concept. Among the latest and most irksome of the 
pre-Revolutionary frustrations imposed upon the colonists were the 
Proclamation of 1763 and Orders in Council leading up to the Quebec 
Act, all designed to curb rather than foster westward advance and 
economic development. The colonists were not resentful that the 
English government did not actively sponsor and assist western develop- 
ment but rather that it sought arbitrarily to prevent spontaneous 
expansion. 

English governmental tyranny may have been worse because it was 
English; it was insufferably bad because it was governmental. It had, 
nevertheless, to be endured or rejected and rejection required effective 
force. Along with the privileges of separation from the Empire went 
responsibilities including defense, a major burden formerly borne by 
Britain as a part of the price of empire, now transferred to the states as 
part of the price of independence. If, as seems clear, the futility of 
disorganized resistance against Britain led in 1777 to the Confederation, 
the futility of attempting disorganized survival among hostile nations 
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led to the federal union. Only the “dread of foreign powers,” says Lord 
Bryce,’ was sufficient to overcome the widespread hostility to the federal 
constitution and its greater centralization of control. Defense and not 
development was the prime purpose for which the American nation 
state was created. 

Western development and land policy created active political issues 
in the United States within months of the Declaration of Independence. 
By the time the federal constitution was adopted the public domain had 
been created and the basic principles that were to govern its distribution 
had been laid down.” The constitution gave Congress complete and 
unrestricted power for the disposal of any territories of the United States 
and for the admission of new states. With the beginning of the new 
century the federal government made the first appropriation of public 
lands for internal improvement. The enabling act admitting Ohio to 
the Union in 1802 provided for the allocation of a proportion of the 
proceeds of lands sold by Congress within the state for road construction, 
and similar agreements were made with other states in subsequent 
years.’ Land grants for canal construction and river improvement were 
introduced in the 1820’s and the railway land-grant system in the 1850’s. 

The railway land-grant system may have evolved naturally and with- 
out major modification from the canal land-grant system ° and this, in 
turn, from embryo in the Federal grants of cash for roads. Yet it would 
be difficult to argue convincingly that western development was among 
the major purposes of Congress at any time before it emerged in full 
flower with the railway land-grant scheme at the middle of the century. 
A few million dollars in cash and some three million acres of the public 
domain went toward road and river improvement before 1850.° Mean- 
while the trans-Mississippi West had been acquired step by step and the 


1James Bryce, The American Commonwealth (New York: The Macmillan Co., 1914), 
I, 26. 

2 By the Ordinance of May 20, 1785. For a concise summary of the beginnings of American 
land policy see Roy M. Robbins, Our Landed Heritage: The Public Domain 1776-1936 (Prince- 
ton: Princeton University Press, 1942), pp. 3-19. 

3 Art. IV, sec. 3. “New States may be admitted by the Congress into this Union; . . . The 
Congress shall have power to dispose of and make all needful rules and regulations respecting 
the territory or other property belonging to the United States; . . .” 

4 Robbins, Our Landed Heritage, p. 27. 

5 For an analysis of the relationship between canal and railway land-grant systems see John 
Bell Rae, ‘Federal Land Grants in Aid of Canals,” THe JourNAL oF Economic History, IV 
(May, 1944), 167-177. 

6 Thomas Donaldson, The Public Domain (Washington, D.C.: Government Printing Office, 
1884), pp. 257-261. Army Engineers provided additional important assistance to waterway 
and harbor improvement through survey services, these activities being more readily identifiable 
with defense than economic development. 
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public domain thereby extended to approximately 1.4 billion acres. 
The whole process indicated that Congress was more interested in 
acquisition than disposal and this because defense considerations con- 
tinued to outweigh those of development. Only gradually was economic 
development accepted as a proper federal activity and a proper object for 
which to expend the public domain. The need to accommodate the land- 
settlement requirements of western migration had been apparent from 
the early days of the Union, but the urgent financial commitments and 
limited alternative revenue sources of Congress long rendered unaccept- 
able any general free-grant system of land disposal. 

Western development played a much more prominent part in the 
deliberations of the Fathers of Canadian Confederation than it had 
for the founders of the American Union, and this for two main reasons. 
In the first place there had, in the intervening decades, been a significant 
change in the attitude concerning the proper sphere of government 
activity. The change had been imperceptibly slow and uncationalized, 
but the force of circumstances had eventually established, in the British 
colonies at least, the fact that major developmental expenditures essen- 
tial for the provision of transportation facilities on the frontier would 
not be forthcoming if left to the initiative of profit-seeking venture 
capital. This inexorable truth ‘ had been demonstrated in Canada, first 
in roads and later in river improvement and canals. With the advent of 
the railway in the 1840’s little time was lost in waiting for private capital 
to demonstrate its inevitable inadequacy on an unassisted basis. The 
Guarantee Act* passed by the United Province of Canada in 1849 
provided government aid for railway construction and predated the 
American railway land-grant scheme by a matter of months. Canadian 
colonial governments before Confederation were avowedly liberal and, 
by twentieth-century standards, amazingly laissez faire, but on the 
question of government intervention for developmental purposes they 
had no scruples. 

The other main reason for the prominence of developmental con- 
siderations in the plans for Canadian Confederation was the urgency of 





7 Albert Gallatin, then Secretary of the United States Treasury, had clearly enunciated this 
principle in his report on internal improvement presented to Congress in 1808. There appears 
to have been no general acceptance of the principle at that time or none, at least, of its full 
implications in terms of policy. 

8 14-15 Vic., c. 73. In 1833 Congress authorized the State of Illinois to divert a land grant 
made in 1827 for the construction of a canal to construct a railroad. This authorization was 
the first Congressional railway land grant but was not utilized. See Donaldson, The Public 
Domain, p. 261. 
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the economic difficulties which, along with a number of political prob- 
lems, impelled the colonies toward union. Political deadlock and certain 
unfavorable modifications of the defense structure helped to prove the 
futility of continued disunity, but the economic features of the impasse 
appeared at least as insoluble and were far more widely apprehended. 
Britain’s abandonment of imperial preferences at mid-century cast the 
colonies adrift willy-nilly. The commercial interests on the St. Lawrence 
had, throughout long fur-trading generations, established and effec- 
tively maintained the conviction that the St. Lawrence was the most 
obvious if not the only natural trade route to the heart of the continent. 
With the loss of the fur trade in 1821 they retained the conviction but 
had not the ability to make it effective in the expanding trades of the 
midwestern agricultural frontier against the superior competitive skill 
of the Albany and New York merchants. To counter the effects of the 
Erie Barge Canal the Canadians had eventually completed a system 
of canals on the St. Lawrence during the 1840’s, only to find that 
their American rivals were on the point of effecting rail connections 
between the Atlantic and the Mississippi. The Canadians in turn 
constructed the Grand Trunk Railway from the American border at the 
St. Clair River through Toronto and Montreal to join with an American 
line terminating in an ice-free port at Portland, Maine. This expensive 
project was complete by 1860 but was insolvent and, of much greater 
significance, was ineffective in its basic purpose of drawing American 
trade through Canadian commercial channels. The British North 
American colonies had public obligations of approximately $100 million 
at Confederation, the proceeds of which had been largely devoted to 
developmental projects of almost certain inefficacy as long as the colonies 
remained disunited. 

The possibilities of western development were too uncertain to appear 
as the cure for all the economic ills of pre-Confederation days. With 
Canada permanently denied a Middle West by geography, the thousand 
miles of barren and trackless Shield that separate the St. Lawrence from 
the prairie plains in the Dominion are in the sharpest possible contrast 
to the corresponding fertile lands of the Old Northwest of the United 
States. Plains and Shield together were owned by the Hudson’s Bay 
Company a century ago, and its officials assured all interested parties 
that Rupert’s Land possessed no agricultural prospect. Nevertheless 
there were vigorous and well-informed advocates of the view that the 
western territories were certain to possess great potential wealth and 
ought no longer to be neglected. 








468 Vernon C. Fowke 


Prominent among the leaders of the federation movement in Canada 
were those who argued, with heavy reliance on American analogy, that 
the really creative prospect in the Confederation scheme lay in the 
opportunity thus to be created for the opening of the central plains. 
The resolutions arrived at by the Quebec Conference in 1864 provided 
that the proposed federal government should undertake without delay 
the completion of the Intercolonial Railway, to link the St. Lawrence 
with the Atlantic seaboard, and that the establishment of communica- 
tions with the North-Western Territories should be “prosecuted at the 
earliest possible period that the state of finances will permit.” ° In the 
final act of federation, the British North America Act of 1867, provision 
was made for the possible entry of Rupert’s Land and the North-West 
Territories into the union but, as proof of the uncertainties involved, no 
reference was made concerning western rail or other communications. 
As will be noted below, however, the new Dominion was barely formed 
when it became actively involved in western affairs. 





III 


To ignore the significance of defensive strategy and global sectional- 
ism would leave one with a most distorted picture of the forces serving 
to shape the attack on underdevelopment in the world today. This 
could be said with equal truth and relevance of the development of the 
North American West. The question of defense was persistent through- 
out the nineteenth century, partly because the conflict ameng European 
powers embraced the North American prospect and partly because of 
the emergence of rival groups in North America itself. The sectionalism 
of the nineteenth century, on the other hand, was intranational and, 
apart from phases that merged into open hostilities in the American 
Civil War, it was nonmilitary and limited exclusively to economic 
rivalry. The international conflicts were also strongly conditioned by 
economic considerations and much of the defensive strategy referred 
to in this analysis was economic rather than military in character. 
Example will best serve to illustrate the points involved. 

The “dread of foreign powers” that was such a potent force in the 
formation of the Union persisted in varying force throughout the first 
half of the nineteenth century and did much to shape the policy of 


® Parliamentary Debates on the Subject of the Confederation of the British North American 
Provinces, 34 Session, 8th Provincial Parliament of Canada (Quebec, 1865), hereafter referred 
to as the Confederation Debates, p. 103. 
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Congress toward the western territories. The trans-Mississippi West was 
acquired by a succession of steps related chiefly to defensive strategy 
and until mid-century the federal government was more concerned to 
secure territory to round out the defensive frontier than it was to 
encourage the disposal or development of the public domain. The steps 
by which the Louisiana Purchase evolved from negotiations designed 
initially to secure unimpeded navigation of the Mississippi*® are well 
known. The international significance of the Lewis and Clark expedi- 
tion that followed almost immediately after may not come so readily to 
mind. 

The prominence given by Captain Cook in the 1780’s to the wealth 
in furs available in the North Pacific intensified the activity of the 
Russians, who were already well established in the trade, and attracted 
world-wide attention and a host of rival interests. Among the new- 
comers were the English, sailing from India and China as well as 
from home ports, the Spaniards, and New Englanders, the “Bostons.” 
Alexander Mackenzie established overland contact in 1793 and a 
variety of fur-trade groups interested themselves in the approach by 
land. These were the circumstances in which Jefferson dispatched Lewis 
and Clark in the year following the Louisiana Purchase “to explore the 
Missouri River and such principal streams of it as by its course and 
communication with the waters of the Pacific Ocean may offer the 
most direct and practicable water communication across the continent 
for the purposes of commerce.” ** The international implications of the 
expedition are evident from the care taken by Jefferson to allay the 
suspicions of foreign representatives. He sought funds for the venture 
from Congress in a confidential message stating: “The appropriation of 
two thousand five hundred dollars ‘for the purpose of extending the 
external commerce of the United States,’ while understood and con- 
sidered by the executive as giving the legislative sanction, would cover 
the undertaking from notice and prevent the obstructions which inter- 
ested individuals might otherwise previously prepare in the way.” ” 
To Lewis he stated: “Your mission has been communicated to the 
ministers here from France, Spain and Great Britain—and such assur- 
ances given them as to its objects as we trust will satisfy them.” * 


10 See Benjamin H. Hibbard, 4 History of the Public Land Policies (New York: The Mac- 
millan Co., 1924), pp. 14-16. 

11 Elliott Coues, History of the Expedition under the Command of Lewis and Clark (New 
York, 1893), I, xx—-xxvi, as cited in Harold A. Innis, 4 History of the Canadian Pacific Railway 
(Toronto: McClelland and Stewart, 1923), p. 5 n. 

12 Thid. 

13 [bid 
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Although not the only influence at work, the search for national 
security was by far the most prominent of the motives that impelled 
Congress toward the acquisition of the other territories which, by 
mid-century, gave to the United States approximately its present-day 
continental boundaries. The question of security persisted after 1850 
but it assumed different guise and appeared in two distinct areas of 
interrelationships. The first one was intranational; it concerned the 
United States exclusively and arose from the intensification of sectional- 
ism that eventuated in the Civil War. The other arose from the fact 
that American nationalism was gradually divested of the defensive 
quality that had long characterized it and assumed an increasing aggres- 
siveness epitomized in the concept of Manifest Destiny. This raised in 
question the status of the British territories comprising the northern 
half of the continent at the critical moment when the parent country 
was granting political and economic freedoms that indicated a serious 
consideration of the complete severance of the imperial relationship. 
Fortunately, or unfortunately, depending on the point of view, the 
destiny of the United States to occupy the entire continent was not 
nearly so manifest to political leaders at the policy level as it was to a 
variety of publicists and special pleaders. The result was just that degree 
of indecisiveness and cautious delay on the part of the American 
government that permitted the emergence and crystallization of a 
national consciousness in the English colonies. It also allowed the British 
government time to reconsider half-heartedly in terms of the prospects 
of Oriental trade its earlier ill-defined intention to abandon the North 
American colonies and thereby cut its overseas losses. 

The sharpening of the lines of sectionalism within the United States 
and the development of nationalism in the British territories had the 
utmost significance in shaping the conditions of western development 
after 1850. Atomistic sectionalism, or the rivalry of half a dozen cities 
for commercial advantage, delayed the commencement of Pacific rail- 
ways for ten or twenty years ** and it was not till after the withdrawal 
of the southern states that a choice could be made from among the 
reduced number of contending routes. Of greater and more positive 
significance for the West, however, was sectionalism on a broader scale, 
comprising the various regions—each one with a diversity of compatible 
but by no means identical interests. 

The three major sections were the commercial and industrial North; 


14 Edward C. Kirkland, A History of American Economic Life (New York: Appleton-Century- 
Crofts, Inc., 1934), pp. 376-382. 
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the slave-owning, plantation South; and the small-farm, agrarian 
frontier of the West. The West had the typical frontier expansionist 
philosophy, its residents desirous of free land, easy money, low tariffs, 
and government aid toward transportation improvements. The North 
long viewed the growth of the West with far from unmixed enthusiasm, 
recognizing in the presence of cheap frontier lands a damper on local 
property values and a threat to abundance in the labor market. The 
public domain had originally been pledged for the reduction of debt 
and its revenue potentialities could neither be forgotten nor readily 
relinquished. The South saw public land revenues as a welcome alter- 
native to the proceeds of higher tariffs but favored western expansion as 
an extension of the plantation and slave-holding economy. The West 
and the South had much in common before the mid-nineteenth century. 
They worked together for low tariffs, easy money, and freedom from 
centralized control of banking, and in the struggle for radical land 
policies such as graduation, donation, and the retrospective pre-emption 
measures of the 1830's. A growing interest in the economic potential 
of the Mississippi Valley brought strong and effective support from all 
sections for the Illinois land-grant measure of 1850, inaugurating the 
federal subsidization of railway construction. 

The sharpening of sectionalism in the United States in the 1850’s 
was accompanied by a reappraisal of the western prospect and a realign- 
ment of sectional affiliation. The railway provided the North Atlantic 
seaboard with an entree to the Middle West and the Mississippi Valley 
that challenged the commercial dominance of the southern river ports. 
Some, indeed, foresaw the day when the transcontinental railway would 
provide direct connection with the Orient, a northwest passage at last. 
The threat to property values and the loss of labor associated with west- 
ward migration came to appear of negligible importance in comparison 
with the economic stimulation that arose from the enlarged market for 
goods and services. For the South, however, the situation was different. 
The threat to the Mississippi commercial system associated with railway 
construction, and the effects of westward migration on property values 
and labor costs, were not offset by any new demand for southern 
productions. Free homesteads, the new goal of northern and western 
land reformers, would provide no revenue as a safeguard against tariff 
increases and would do nothing to extend the slave-labor plantation 
system. In fact, with the increasing certainty that free soil was the 
natural counterpart of free homestead, the South changed from active 
support to active opposition of western development on any lines along 
which in the immediate future it appeared likely to proceed. 
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The last struggles of the South against the hostile circumstances of 
the mid-nineteenth century yielded a measure of success such as fre- 
quently accompanies last struggles and at the same time resulted in a 
marshaling of the new forces to unaccustomed but concerted action. 
Southern leaders advocated cession of public lands and successfully 
opposed free homestead. They were credited with strong influence in 
precipitating the war with Mexico and succeeded in opening to slavery 
all the territories secured thereby with the exception of California. In 
the Kansas-Nebraska Act of 1854 they achieved the repeal of the 
Missouri Compromise and opened the entire Northwest to slave occu- 
pancy. They were instrumental in the cancelation of ship subsidies 
and selectively blocked the extension of federal funds for internal 
improvement. 

The Republican party, which emerged in 1854 as a direct reaction 
of the North and West against the unrestrained southern dominance 
of federal organs of government, was victorious at the polls in 1860 on 
a platform founded on commitments relating to western expansion. 
Chief among these were the pledge of freedom in the territories, free 
homesteads, and a Pacific railway, these three more than outweighing 
western opposition to the protective tariff that was included for par- 
ticular appeal to eastern industry. The government moved gradually 
to implement its pledges although the major westward steps were not 
taken, or perhaps made possible, until after the withdrawal of the 
southern states. In 1861 telegraphic communications were established 
with the Pacific coast, Kansas was admitted as a state and the Territories 
of Colorado, Nevada, and Dakota were organized. In 1862 the Home- 
stead Act was passed along with legislation incorporating the Union 
Pacific with generous subsidy provisions to secure the first Pacific 
railway. The Territory of Idaho was organized in 1863 and that of 
Montana in 1864; in the latter year Nevada was raised to statehood. 
At the same time the incorporation of the Northern Pacific anticipated 
the fulfillment of Whitney’s dream of a railway from the Great Lakes 
to Puget Sound. Western development, temporarily arrested by sectional 
conflict in the United States, was pushed forward with great vigor 
after 1860 as the central feature of the defensive strategy of the Union. 





IV 


Sectionalism was of slight importance in the determination of 
Canadian policy regarding Western development. The colonies of the 
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mid-nineteenth century did not, like the states of the American Union, 
face westward from a north-south Atlantic axis many hundreds of 
miles in length. Instead they were strung in bits and pieces from the 
islands of Newfoundland and Prince Edward to the maritime colonies 
and the ribbon development along the St. Lawrence river valley. 
Fundamental differences in economic and political outlook between 
English-speaking merchant and French-Canadian habitant prevented 
adequate improvement of the St. Lawrence before the union of Upper 
and Lower Canada in 1841. But these differences in outlook were 
cultural rather than sectional. Rivalry between Montreal and Toronto 
complicated and delayed the mustering of resources for the construction 
of the first Pacific railway in the 1870’s, and the political necessity to 
“do right” by other centers such as Quebec City determined the location 
if not the actual decision to construct the National Transcontinental 
railway before the First World War. At no time, however, did sectional 
differences condition the progress of the West in Canada as in the 
United States 

Much of the drive for the development of the Canadian West in 
the last half of the nineteenth century was primarily a defensive reaction 
to the American doctrine of Manifest Destiny. Although the processes 
implicit in this concept had been at work from the beginning of the 
century, by the time it was formulated precisely at the end of 1845” 
there was only one direction left for its further operation and that was 
north. What the outcome would have been had this doctrine been 
pursued with consistency and vigor can only be surmised. It was not so 
pursued and its periodic injection into the North American body 
politic in small doses a century ago merely served, like a recurrent 
vaccination, to build a healthful measure of resistance. 

The near stalemate over Western policy in the United States during 
the 1850’s created an impression of security in the British provinces that 
had to be completely abandoned in the 1860’s as the American govern- 
ment marshaled the possibilities of western expansion in its fight against 
the South. The route projected for the Union Pacific was far from the 
boundary of British possessions, but the Northern Pacific, chartered in 
1864 to link the Great Lakes with Puget Sound, was a different affair. 


15 Writing in the New York Morning News, December 27, 1845, with specific reference to the 
Oregon Boundary dispute, John L. O’Sullivan spoke of “the right of our [the American] manifest 
destiny to overspread and to possess the whole of the continent which Providence has given us 
for the development of the great experiment of liberty and federated self-government entrusted to 
us.” Cited by Albert K. Weinberg in Manifest Destiny: A Study of Nationalist Expansionism in 
American History (Baltimore, 1935), p. 145. 
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Its location would be just across the line from Rupert’s Land and its 
American advocates as well as careful Canadian observers regarded it 
as a bid for the entire West. A note of military urgency was introduced 
by the Fenians in 1866. 

Specific proposals for annexation were not lacking. A bill providing 
for the absorption of all British North American territories was intro- 
duced into the House of Representatives in 1866 but was defeated.”® 
In 1867 Senator Ramsey of Minnesota moved that the Senate Committee 
on Foreign Relations consider the advisability of a treaty with Canada 
that would provide for American annexation of all territories west of 
longitude go degrees. The Senator argued that prompt action was 
needed to forestall the Canadians. The resolution was tabled but was 
reintroduced in 1868 and passed with minor amendments. The Senate 
Committee on Pacific Railroads, to which the resolution was then 
referred, considered action unnecessary since the construction of the 
Northern Pacific close to the British territories would, in any case, 
inevitably lead to their absorption. 

Advocacy of annexation was restricted to a few vociferous sources in 
and out of Congress *’ but Canadian political leaders may well be 
excused for interpreting the official American view as one of procrastina- 
tion rather than prohibition. The policy of the Dominion government 
concerning the West was strongly conditioned from the first by the 
threat of American engulfment. The gold discoveries of the 1850’s and 
the simultaneous renewal of interest in Far Eastern trade made the 
coastal colony of British Columbia a greater prize than the central 
plains. These had to be held and utilized, however, to assure title and 


16 See F. W. Howay, W. N. Sage and H. F. Angus, British Columbia and the United States 
(Toronto: The Ryerson Press, 1942), pp. 196-197. Proposals for annexation of the North 
American territories by the United States were neither surprising nor, indeed, entirely unac- 
ceptable to public opinion in England. The Times of London said: “British Columbia is a long 
way off. . . . With the exception of a limited official class it receives few immigrants from 
England, and a large proportion of its inhabitants consists of citizens of the United States who 
have entered it from the south. Suppose that the Colonists met together and came to the con- 
clusion that every natural motive of contiguity, similarity of interests, and facility of administra- 
tion induced them to think it more convenient to slip into the Union than into the Dominion. . . . 
We all know that we should not attempt to withstand them.” Lord Granville, Secretary of State 
for the Colonies, “expressed the wish that the British possessions in North America would 
propose to be independent and annex themselves.” See Hugh L. Keenleyside, “British Columbia— 
Annexation or Confederation?” Canadian Historical Association, Annual Report 1928, p. 36. 

17 Keenleyside cites examples of unofficial annexationist utterances. See his article, “British 
Columbia—Annexation or Confederation?” p. 37. See also Donald F. Warner, “Drang Nach 
Norden: The United States and the Riel Rebellion,” Mississippi Valley Historical Review, XXX1X 


(1952-53), 693-712. 
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access to the coast. Confederation was but a few months old when the 
final negotiations were undertaken for the transfer of Rupert’s Land 
from the Hudson’s Bay Company to the new Dominion. The transfer 
was completed by 1870. 

As late as 1865 the leaders of the Confederation movement had 
refused to commit themselves regarding the early construction of a 
Pacific railway.’® By the beginning of 1870 the British Colonist, pub- 
lished in Victoria and a strong advocate of Confederation rather than 
annexation, described a railway to the coast as “the only bond strong 
enough to retain British Columbia.” *® “If the railroad scheme is 
utopian,” said the Colonist, “so is Confederation. The two must 
stand or fall together.” Simultaneously, Prime Minister Macdonald in 
Ottawa was replying to C. J. Brydges, general manager of the Grand 
Trunk Railway, who had written to report a conversation with 
Governor Smith of Vermont, then president of the Northern Pacific. 
Said Macdonald: *° 


. . . It is quite evident to me, not only from this conversation [as reported by 
Brydges], but from advices from Washington, that the United States Government 
are resolved to do all they can, short of war, to get possession of the western 
territory, and we must take immediate and vigorous steps to counteract them. 
One of the first things to be done is to show unmistakably our resolve to build 
the Pacific Railway. 


In 1871 the Dominion government accepted the commitment to con- 
struct a Pacific railway within ten years as part of the terms of union 
under which British Columbia entered Confederation. 

A variety of circumstances delayed the construction of the Canadian 
Pacific railway for a decade but the project was entrusted in 1881 to 
a newly organized and substantially subsidized syndicate, the Canadian 
Pacific Railway Company, and the main line was completed by 188s. 
Defensive strategy played a prominent part in the location of the 
line in both its eastern and western sections. Three possible routes 
existed for construction between the St. Lawrence River and Fort 
Garry, or Winnipeg, in the Red River Settlement. One was via Chicago, 
a second via the Sault and south of Lake Superior, and a third to the 


18 Confederation Debates, pp. 86, 103, 243-244, 475-476. 

19 As cited in Keenleyside, “British Columbia—Annexation or Confederation?” p. 39. 

20 See Sir Joseph Pope, Memoirs of the Right Honourable Sir John Alexander Macdonald, 
G.C.B. (Toronto, 1894), pp. 524-525. 
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north of Lake Superior. The third route was generally known to be 
immensely difficult and costly to construct and to have negligible traffic 
prospects; it had the one virtue that it was all-Canadian. The Grand 
Trunk Railway and Toronto interests strongly urged construction by 
way of Chicago but this route was rejected early and consistently. The 
route to the south of Lake Superior was a much more serious contender 
and was actively advocated as late as 1880 on the grounds of comparative 
ease of construction and impressive traffic prospects. All such argu- 
ments failed, however, against the superior claims of patriotism 
and defense against American absorption. Attacking the south-shore 
proposals of the Opposition in the House in 1881, Prime Minister 
Macdonald said: * 


[Their proposal is one for] building an easy road across the prairies, and so 
connecting with the American system of railways, and carrying away the trade 
of the North-West by one or more American channels, to the utter ruin of the 
great policy under which the Dominion of Canada has been created, and to the 
utter ruin of our hopes of being a great nation, and to the ruin of our prospect 
of getting possession of the Pacific trade, and connecting Asia with England 
by a railway passing through the dominions of England. 


As for the north-shore route, Macdonald said: *” 


I am proud to say that if our scheme is carried out, the steamer landing at 
Halifax will discharge its freight and emigrants upon a British railway, which 
will go through Quebec, and through Ontario to the Far West, on British 
territory, under the British flag, under Canadian laws, and without any chance 
of either the immigrant being deluded or seduced from his allegiance or his 
proposed residence in Canada... . 


Nationalism and the flag rather than economics located the Canadian 
Pacific railway to the north of Lake Superior. The worst fears expressed 
concerning the high costs and low traffic of this area have been amply 
and continuously demonstrated. The area is still referred to in railway 
rate cases as a “traffic bridge” accounting for a significant part of the 
high costs of Canadian railway operation. Not western development, 
but western development exclusively integrated with the St. Lawrence 
economy, was the national policy of the Fathers of Canadian 
Confederation. 

Defense against the threat of American economic occupation was 


21 Canada, House of Commons, Debates, 1881, p. 491. 
22 Tbid. 
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largely responsible for a major change of route for the western part 
of the Canadian Pacific Railway and for the construction of an im- 
portant branch line. Early surveys indicated that a line from Winnipeg, 
swinging in a northerly arc along the Park Belt, through the Yellow- 
head Pass, and. thence down the Fraser River to the coast would, of all 
possible routes, be the easiest to construct and operate and the most 
likely to yield adequate traffic. It was taken for granted for more than 
a decade that this route would be followed but it was abandoned on 
short notice in 1882 in favor of main-line construction across the short- 
grass plains due west of Winnipeg and through the costly Kicking 
Horse Pass. Evidence to explain the change of plans is incomplete but 
there is much to suggest that it was in large part dictated by desire 
to forestall penetration into the Canadian central plains by American 
railways. Construction of the Crow’s Nest Pass line in the 18g0’s was 
a specific response to American occupation already well established. 
The wealthy mineral region of southeastern British Columbia had been 
developed largely by American capital as a natural part of the Inland 
Empire centred upon Spokane. The public subsidy and private capital 
that went into the Crow’s Nest Pass line were designed not so much to 
foster development in the area as to wrest it from American control 
and benefit. 

The completion of the Pacific railroad committed British Columbia 
to Canada and gave notice of Canadian intention to hold the central 
plains. But the intention could be made effective only by occupation 
and economic utilization. The whole national project, in fact, required 
the development of the West as a market for eastern products and a 
field of investment opportunity for eastern capital and entrepreneurship. 
The first years were consequently occupied with the formulation of 
plans for the opening of the western frontier to productive uses. The 
railway would provide transport and communication and the purchase 
of Rupert’s Land from the Hudson’s Bay Company would establish 
a Canadian counterpart of the American public domain. The survey 
pattern, the free homestead, the railway-land-grant and school-reserva- 
tion systems were all ready to hand in American experience and were 
adopted with a minimum of variation. The Department of the Interior 
was organized in 1873 and the Royal Northwest Mounted Police were 
established the same year. The Dominion government would entrust 
to no private agency the responsibility of fostering immigration and 
the Department of Agriculture devoted almost its entire energies to 
this task until it was transferred to the Department of the Interior in 
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1892. The “National Policy” of 1879 converted the Canadian tariff from 
a revenue to a protective basis in order that the western market might 
be preserved exclusively for the eastern Canadian manufacturer and 
western traffic for east-west, all-Canadian railroads. 

Despite the most persistent efforts by the Dominion government the 
pace of western development was distressingly slow for a generation 
after Confederation. Canada was in competition with the United States, 
South America, Australia, and New Zealand for the emigrants of 
Europe and not till the turn of the century did the attractions of the 
Dominion begin to yield heartening results. During the first three 
decades of the new century, however, immigration and settlement 
established the Canadian wheat economy in the central plains and 
created an investment frontier of sufficient magnitude to vitalize the 
economic life of the entire Dominion. Immigrants from the United 
States comprised upwards of one half of the total. 


V 


This paper has touched but a few of the many features of western 
development. Others are to be dealt with later in these meetings. 
My failure to make more than passing reference to land policy may, 
however, require a special dispensation. This seems not too much to 
ask in view of the attention long accorded this phase of the subject by 
competent scholars. There is the additional fact—which may or may 
not be accepted as relevant to the work of the historian—that the 
underdevelopment of today is not associated with vast continents of 
unused resources as in the nineteenth century but is at its worst in 
regions where the least likely of all problems to arise is how to 
distribute an abundance of fertile land. This immeasurably complicates 
the attack on underdevelopment today; it also minimizes the signifi- 
cance of the lessons of nineteenth-century land policy for the present. 

It would, in fact, be difficult to deduce clear lessons from the disposal 
of the American public domain and Dominion lands. The free home- 
stead stands pre-eminent in the public imagination as the final fruition 
in the evolution of improved land systems. Yet it came late in the United 
States, it was continually modified, and at no time did it avoid the evils 
of speculation or give assurance of appropriate land use. The free- 
homestead system was effective throughout the duration of Dominion 
lands, from 1870 to 1930, yet the Dominion government disposed of 
more lands by or for sale than on the homestead basis. Canadian home- 
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steaders were not accorded the privilege of commutation, of securing 
title by purchase prior to ordinary term. Forty per cent of Canadian 
homestead entries were forfeited; four out of every ten Canadian 
homesteaders failed to “prove up” and secure title to their claims. That 
part of the Canadian plains which was most exclusively disposed of as 
homesteads has demonstrated improper utilization of agricultural re- 
sources to a shocking degree. The conservation movement in the United 
States and Canada may be regarded as the counterpart, or, more 
properly perhaps, the aftermath of the operation of the land policies 
that preceded it. 





VERNON C. FowkeE, University of Saskatchewan 


DISCUSSION 


FOREST G. HILL: Professor Fowke ably demonstrates the merit of a 
comparative approach to American and Canadian economic history. His 
penetrating analysis reveals how relevant the understanding of economic 
development in Canada is to the study of that in the United States. Of the 
two, the Canadian national period has been shorter, the essential lines of 
economic growth simpler, and the role of government clearer and more 
pronounced. Canadian experience thereby provides a fruitful comparative 


basis for analyzing the longer, more complex development of the American 
economy and the more varied, often puzzling, part taken by government. 

In effect, this paper constitutes a study in the political economy of national- 
ism, or of two competitive economic nationalisms. It reveals the origin and 
operation of a kind of laissez-faire mercantilism in the North American 
geographic and cultural environment. The two governments actively engaged 
in the strenuous task of nation-building, along lines at once adaptive, com- 
petitive, and complementary. National policies were consciously and 
strategically designed to foster national defense and economic development. 
Both nations used government promotion as well as the market mechanism 
to achieve rapid settlement and exploitation of large regions well adapted 
to agriculture and other forms of primary production. 

The parallels between American and Canadian economic development 
have therefore been significant, sometimes striking. National policies toward 
the growth of the West were often similar, as shown by government land 
policy, encouragement of immigration, promotion of waterways and rail- 
roads, resort to the protective tariff to foster domestic trade and industry, 
and other concerted efforts to advance the production of staples. Further- 
more, the relative strengths of defense (or strategic) and developmental 
objectives were probably more alike in the two nations than Professor Fowke 
envisions. 
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.At the same time, these countries have had significant differences in their 
patterns of economic growth. An obvious case of this was the much earlier, 
greater development of manufacturing in the United States. It also had a 
large, early internal improvements movement, the significance of which 
Professor Fowke does not assess, especially for the prerailroad era. In trans- 
portation and other fields, the economic role of the states was much more 
important from an early date than for the Canadian provinces. The work of 
building roads, canals, and railroads and of promoting immigration, agri- 
culture, and trade was effectively promoted by the states and by private 
associations. As western states were formed, they also exerted strong influence 
on national policy, seemingly unlike the western provinces in Canada. 

Although Professor Fowke well recognizes the character of American 
sectionalism, he apparently regards sectional feelings as more homogeneous 
and stable than they actually were. They were never unanimous in particular 
sections, and they sometimes shifted rapidly. Furthermore, sectional attitudes 
significantly affected national policy in a way Professor Fowke fails to stress. 
National policy was never unitary or firm or fully consistent within itself. 
On the contrary, it was highly changeable, conflicting, and pluralistic—in 
marked contrast to Canadian national policy as he portrays it. An adequate 
view of American governmental policy, therefore, requires consideration of 
policy-making by states and public-spirited associations or groups, alongside 
this varied, shifting national policy. 

Perhaps these considerations account for Professor Fowke’s excessive 
emphasis on defense, as opposed to development, as the primary objective 
of American economic policy toward the West. In American experience, 
defense and development have never been mutually exclusive goals. They 
have been intricately linked together, perhaps inseparably so. Major national 
policies typically served both objectives simultaneously. The motives for 
western development have been varied and complex—no doubt incorporating 
the humanitarian motive Professor Fowke rejects as irrelevant. American 
ideology has contained a powerful agrarian, democratic element, as expressed 
in the Jeffersonian or Jacksonian concept of a society based upon a far-flung, 
individualistic, land-owning citizenry. This sociopolitical interest in western 
expansion modified and perhaps dominated defense strategy and economic 
development as goals of national policy. 

. Applying an inadequate dichotomy of defense and developmental goals 
to American experience, Professor Fowke overemphasizes the first of these 
in analyzing the motivation of the founding fathers and of Congress and 
national leaders up through the Civil War. In doing so, he slights the 
significance of the early internal improvements movement, the role of states 
and private groups, the influence of land-hungry Westerners on national 
policy, and the basic compatibility of military and economic requirements. 
He underestimates the significance of economic motives and needs in the 
adoption of the Constitution and in later policy-making. He assumes that 
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the founding fathers and later policy-makers were opposed in principle to 
government intervention and to large developmental projects. They hardly 
felt this way at the federal level prior to the Civil War, especially before the 
1830’s, and certainly not at the state level. National defense diminished 
considerably as a pressing issue after about 1820, and westward economic 
expansion loomed ever larger as the chief ubiquitous force in national life. 

Manifest Destiny, already a well-developed trend by 1820, was increasingly 
a matter of economic motivation, with military aspects clearly subservient to 
the economic interests of large groyps in the population. Although Manifest 
Destiny involved territorial ambitions and acquisitions westward to the 
Pacific, the predominant goal could hardly be termed purely military or 
strategic. Certainly as regards Canada, American Manifest Destiny after 
1815 was fundamentally economic in both objective and strategy. The 
American threat to Canada after 1815, and especially by the time of the 
Civil War, was not that of annexation, but of economic penetration. Professor 
Fowke lucidly demonstrates how this danger of market domination or 
economic engulfment in the West was countered by a Canadian national 
policy that was simultaneously defensive and developmental, and certainly 
not lacking in cultural and nationalistic overtones. 





When the Pound Sterling Went West: 
British Investments and the American 
Mineral Frontier 


HE period between 1860 and the death of Queen Victoria in 1901 

saw the pound sterling moving into even the most isolated corners 
of the world, seeking, amoeba-like, to reproduce itself with a minimum 
of effort. Among other areas to feel its impact and to reap its benefits 
was the American West, particularly the mineral frontier. Records of 
the Board of Trade indicate that during these forty-one years at least 
518 British joint-stock companies were incorporated, with a total 
nominal capitalization of not less than £77,705,751, to engage in mining 
and milling activities in the intermountain West, exclusive of the 
Pacific Coast.’ 

But statistics, as a British statesman noted recently, are like a Bikini 
bathing suit: what is revealed is interesting; what remains covered is 
essential. Actually, probably no more than 274 of these concerns, with 
an aggregate registered capital of £ 43,127,881, ever became operational. 
Another ro1, nominally capitalized at £ 17,284,550, were reconstructions 
and did not represent completely fresh capital. 

Even though estimates of the total capital involved must be deferred, 
there can be no doubt that after 1860 British investments were present 
in western mines in significant amounts. Nor is there any doubt that 
this movement of capital from east to west was not wholly spontaneous. 
Always present to encourage and to channel the flow was the promo- 
tional agent—the “Scadder” so aptly described by Dickens—who 
worked his claims or those of someone else “with his jaw instead of 
his pick” according to the common expression used in early Washoe.” 

There were dozens of “Scadders,” both English and American. The 
veteran Secretary of the United States Legation in London described 
some of them in 1872: 


I have observed that they are of a much lower class now than in any year here- 
tofore in my time. There is seldom a gentleman among them. On the contrary 
the great majority are badly dressed and badly behaved, with rude manners and 


1 Figures compiled from the official files of the Registrar of Joint Stock Companies, Board 
of Trade, Bush House, London, and Parliament Square, Edinburgh. 
2 Charles Howard Shinn, The Story of the Mine (New York: D. Appleton Co., 1901), p. 137. 
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poor address. Nearly all are speculators and not a few have silver and gold mines 
to sell which are generally swindles.? 


Secretary Benjamin Moran was not charitable. In the veritable Yankee 
colony centered in the Langham Hotel, a few blocks off Oxford Circus, 
congregated American promotional agents of all stripes. Some, like Asa 
Stanford, brother of the illustrious Leland, were professionals.* Erwin 
Davis, who had gone into bankruptcy after unsuccessfully bucking 
Ralston’s Bank of California, descended on London to dabble in west- 
ern mines and to sell Turkish bonds short.° Colonel William James 
Sutherland worked the British mining markets for nearly thirty years 
and is described as having had “most of the characteristics of the typical 
promoter of the nineteenth century: expansive and expensive, florid and 
flamboyant, persuasive and persistent.” ° 

Others, like Colonel “Jack” Haverly, who arrived in 1884 with the 
Mastodon Minstrels and a few Rocky Mountain mines,’ were purely 
amateurs. Nor were prominent political personalities absent: Senator 
William M. Stewart of Nevada was one of the key figures in the sale 
of Utah’s famed Emma mine in 1871; * ex-senator Louis T. Wigfall of 
Texas “just happened” to be in England after the Civil War, “loafing 
around on the mining tack,” as a contemporary expressed it; ° William 
E. Dorsheimer, twice lieutenant governor of New York and later 
elected to Congress, was active in the early 1880’s in transactions that 
placed Colorado property in British hands.”° 

While a few such agents relied solely upon correspondence and 
advertising, the average American promoter found such long-range 
courtships ineffective. Under normal circumstances, he took options on 


8 MSS. Journal of Benjamin Moran, XXXIII (June 15, 1872), 159-160. Library of Congress. 

4 Memorandum of Agreement (October 1, 1870) between Asa P. Stanford, P. Patton Blyth, 
and Edward Satterwaite. South Aurora Silver Mining Company, Ltd., File No. 5114, Office of 
the Registrar of Joint Stock Companies, London. Such files are cited hereafter as C.R.O., with 
number. “B” preceding the number denotes files on microfilm at the Bancroft Library; “E” 
denotes incorporation in Edinburgh. 

5 Mining Journal (London), April 21, 1877, p. 435; Davis v. Flagstaff Silver Mining 
Company of Utah, Ltd., 2 Utah Reports (1877), pp. 87-88. 

6 Thomas A. Rickard, A History of American Mining (New York and London: McGraw- 
Hill Book Co., 1932), p. 68. 

7 Financial ¢> Mining News (London), April 16, 1884; June 10, 1884. 

8 William M. Stewart to James E. Lyon (London), November 3, 1871, Emma Mine Investi- 
gation, House Report No. 579, 44 Cong., 1 Sess. (1875-1876), p. 154. 

® George A. Lawrence, Silverland (London: Chapman & Hall, 1873), p. 10. 

10 Allen Johnson and Dumas Malone (eds.), Dictionary of American Biography (New York: 
Chas. Scribner’s Sons, 1928-1944), V, pp. 387-388; Memorandum of Agreement (April 17, 
1882) between John J. Crooke (by William Dorsheimer) and Crooke’s Mining and Smelting 
Company, Ltd. Crooke’s Mining and Smelting Company, Ltd., C.R.O. 16664. 
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promising property—usually for little or nothing down—then, armed 
with a number of these “bonds,” as they were called, he trekked off 
personally to England to dispose of as many as possible. Once in Britain, 
he might act individually or he might operate through a legal or bro- 
kerage house or through one of the many agencies and bureaus that 
specialized in the sale of trans-Mississippi mines abroad. One of the 
latter, a typical early example, the British and Colorado Mining Bureau, 
maintained offices in Colorado and at Bartholomew House, directly 
behind the Bank of England, where its display of more than 560 ore 
specimens, numerous Rocky Mountain newspapers, books, maps, annual 
reports, and prospectuses were inspected by thousands.’ This bureau, 
the Wyoming Mining Agency, the Mining Bureau of the Pacific Coast, 
and other similar ventures of the late 1860’s and early 1870’s all proved 
ephemeral and soon slipped away unheralded into the limbo of de- 
funct promotional enterprises, largely to be superseded by more for- 
mally incorporated “parent” syndicates during the following decades. 

Clever promotional agents, acting individually or co-operatively, 
could be expected to exploit all avenues of publicity, including the 
columns of The Times, as well as the more specialized mining and 
commercial periodicals. A few even established their own propaganda 
organs in London. Asbury Harpending, for example, came from Calli- 
fornia in the early 1870’s to found his own financial journal, The Stock 
Exchange Review, which was no more associated with the London 
Stock Exchange than with the Shoshone Indians. A small group began 
to publish the Anglo-Colorado Mining and Milling Guide in 1808. 
This illustrated monthly could be considered neither nonpartisan nor 
trustworthy and its degree of objectivity may be noted in one of its more 
“literary” endeavors acclaiming the merits of Colorado’s most recent 
mineral boom: 





There was a young man in Klondyke 
Who said he would make a big strike; 

But he lives in a hovel with pick and his shovel, 
He’s forgotten what money looks like. 


A young man in the camp Cripple Creek, 

Went to work with his shovel and pick; 
Now sits in his chair a big millionaire, 

In the country where money’s made quick.}* 


11 See Robert Orchard Old, Colorado: United States, America (London, 1869), pp. 38-61; 
Rocky Mountain News (Denver), November 8, 1869; August 10, 1871. 
12 Anglo-Colorado Mining and Milling Guide (London), June 25, 1898, p. 77. 
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Equally as important as the periodical publicity was the prospectus 
literature circulated to attract investors once property had been tenta- 
tively sold and a joint-stock company registered. As might be expected, 
most of such literature preyed upon the weaknesses of the average 
Englishman, who was not always prone to view mining schemes too 
critically. “Of all the large class of idiotic capitalists,” snapped the 
editor of the New York Engineering and Mining Journal in 1881, “the 
‘Britisher’ shows the least symptom of intelligence.” ** Of the same 
opinion was William Weston, a reputable promoter of Anglo-American 
mining ventures, who roundly criticized the normal process of bringing 
to England worthless western mines 


. . . purchased for a few hundred pounds, and capitalized at millions, reported 
upon by some former high officials in the local Government, who know as much 
about a mine as a pig does of waistcoat pockets, the same thing endorsed by 
local butchers, bakers, and candlestick makers, who put M.E. to their names. . . .14 


Weston had earlier complained of the hypnotic effect upon the “lord 
loving public” of undertakings set up with directorates comprised of 
well-known, respectable persons of high station. In 1881, he had re- 
marked cuttingly that 


. . . Sir George Deadbroke, Bart., Lord Arthur Pauper, Viscount Damphule, 
Major-General Haw-Damme, late of H.M. Forty-first Fall-backs, and others of 
that ilk are always ready to lend the charm of their great names to these enter- 
prises and attend the board meetings, for the moderate consideration of one guinea 
per meeting; the British snob, who, I regret to say forms a large proportion of the 
population of the “tight little island,” snaps at the bait, only too proud to be 
hooked by such august fishermen.!® 


There were many examples of the “guinea pig” directorate, but prob- 
ably the most conspicuous was that of the Emma Silver Mining Com- 
pany, Ltd., of Utah, formed in 1871 to include not only a United States 
Senator and the American Minister to the Court of St. James, but also 
three Members of Parliament, a Commander of the Bath, and the 
future Lord Stanley.’* Moreover, Minister Robert Schenck had been 
granted liberal inducements in the form of convenient loans by the 


13 Engineering and Mining Journal, July 23, 1881, p. 53. 

14 Weston to editor (Cripple Creek, n.d.), Amnglo-Colorado Mining and Milling Guide, 
October 29, 1898, p. 141. 

15 Weston to editor (London), May 30, 1881, Engineering and Mining Journal, June 18, 
1881, p. 415. 

16Emma Silver Mining Company, Ltd., Prospectus (November 9, 1871). 
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vendors so that he might purchase shares.’’ Even such economic experts 
as James E. Thorold Rogers, eminent Oxonian and M_.P., could be per- 
suaded to lend the support of their names to dubious trans-Mississippi 
mining propositions. Thorold Rogers joined the board of Crooke’s 
Mining and Smelting Company, Ltd., in 1882, but time soon proved 
him much better versed in the history of prices than in Colorado 
mines and mining companies.’® 

Probably it was too much to suppose that directors who “hardly 
knew the difference between a mine and a haystack,” *° would always 
act intelligently in the best interests of their concerns. While Thomas 
A. Rickard was a neophyte engineer in Colorado, a British director 
arrived to visit the mines. Since the visitor was “a kindly Scot,” Rickard 
took care to provide oatmeal for breakfast, but soon discovered that his 
guest was “a simpleton on mining matters.” “Then,” said Rickard, “I 
had a bully time. I talked to him as if I had been consulting engineer 
to the Almighty when he made rocks, veins, and ores.” ”° There is 
another delectable, although probably apocryphal story of the director 
of an Anglo-Colorado mining company, who, when informed that a 
new shaft must be sunk, wanted to know if a secondhand one could 
not be bought! ”” 

Timed to reach the public on Saturday morning to coincide with the 
publication of the weekly mining periodicals, early Anglo-American 
prospectuses were masterpieces of deception and evasion that held out 
the flimsiest of concrete inducements, yet the most imaginative of 
promises. The prospectus of a tempting project called the Pyramid 
Range Silver Mountain Company, Ltd., set before the English investor 
early in 1871, represented a new high in creative fiction. A contempo- 
rary termed it “a preamble of traditional yarns, collected from Jesuit 
manuscripts.” ** A London financial editor waxed even more eloquent 
in describing it: 





Now, through the whole period of the South Sea Bubble, and from the first to 


17Emma Mine Investigation, House Report No. 579, 44 Cong., 1 Sess. (1875-1876), pp. 
Vili, Xvi. 

18 Crooke’s Mining and Smelting Company, Ltd., Prospectus (April, 1882); The Economist 
(London), June 6, 1885, p. 693. 

19 “S” to editor (London), February 24, 1874, Mining World (London), February 28, 1874, 
p. 419. 

20 Thomas A. Rickard, Retrospect (New York and London: McGraw-Hill Book Co., 1937); 
pp. 29-30. 

21 Anglo-Colorado Mining and Milling Guide, October 31, 1900, p. 154. 

22 “Enfant Terrible” to editor (London), March 7, 1871, Mining Journal, March 11, 1871, 
p..ari. 
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the last pages of “Don Quixote,” “The Arabian Nights,” “Baron Munchausen,” 
and the writings of Dumas, no exaggeration ever approached the statements in 
this prospectus. It gave the go-by to the search after the Philosopher’s Stone, to 
Cagliostro, and the whole race of alchemists. . . .?% 





The prospectus had been drawn up by an enthusiastic Briton who 
had visited the New Mexican mines earlier and who, according to the 
American promoting the scheme, “looked like the president of the 
Bank of England and the Prince of Wales rolled into one.” ** In it a 
net profit was predicted of £560,000 per year, or more than 100 per 
cent on the proposed capital. Silver values of up to $4,861.09 per ton 
were cited, and according to the prospectus, the “Pater Argenti” of the 
entire world had been discovered. Accompanying was a plan of the 
“mountains of silver” controlled by the company-to-be, ranging in 
height from 18 to 11,000 feet, with the most important mine, the 
General Lee, looming up Matterhorn-like in the desert air. No shafts 
were needed—ore was solid quartz and could be quarried like lime- 
stone.” 

Such flagrant claims brought down the wrath of The Times’ all- 
powerful money editor, Marmaduke Sampson, whose financial influ- 
ence was widespread. In no uncertain terms, Sampson blocked the 
floating of the Pyramid Range Silver Mountain Company, Ltd., and 
slew it with a single editorial jawbone.”* 

Other critics asked why good mines in general were not snapped up 
by American investors. Have “the possessors of princely properties 
underground . . . imbibed Communist principles,” they inquired sar- 
castically.7” Those who drew up prospectuses gave different explana- 
tions. Sometimes property went on the English market at “unusually 
advantageous terms” because of illness or death of the owner; ** because 
of diverse interests of several joint owners that made operation impos- 
sible; °° because of the owner’s desire to provide a steady future income 
for his family; *° because of the vending agent’s “personal friendship” 
with the owner; ** or because property had been taken under a mort- 

23 The Hour, January 21, 1876. 

24 Asbury Harpending, The Great Diamond Hoax (San Francisco: Barry, 1913), p. 183. 

25 Pyramid Range Silver Mountain Mining Company, Ltd., Prospectus (January 1871). 

26 The Times (London), January 28, 1871; Harpending, Great Diamond Hoax, p. 178. 
Harpending persists in calling this undertaking the New Mexico Land and Silver Mining 
Company, but the facts are obviously those of the Pyramid Range enterprise. 

27 Mining Magazine and Review (London), January 1872, p. 46. 

28 Lander City Silver Mining Company, Ltd. [Nevada], Prospectus (June, 1865). 

29 Toiyabe Silver Mining Company, Ltd. [Nevada], Prospectus (July, 1871). 


yi Cortez Mines, Ltd. [Nevada], Prospectus (September 14, 1888). 
1 Golden Eagle Syndicate, Ltd. [Wyoming], Prospectus (January 24, 1898). 
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gage foreclosure and the new owner did not wish to work it.’ What- 
ever the reason advanced it spoke not of the profit motive but invariably 
tried to convey the impression that the investing public was being given 
an unparalleled opportunity to benefit from fortuitous circumstances. 

In truth, however, mines sold in England commanded far higher 
prices than were usually possible at home. Colorado property acquired 
for £36,000 in 1885, for example, was passed on to a British firm within 
twenty-four hours for a total of £136,000.** Unfortunately, not all 
Englishmen showed an awareness as acute as that of the itinerant A. B. 
Legard, who philosophically sought to establish a mathematical for- 
mula to cover bargaining with a Yankee over a mine. “To reduce the 
thing toa rule,” he said, “halve the sum he asks, and divide the result by 
three.” Then, he added, “you will get pretty near what he will take.”** 

Almost every prospectus contained excerpts from or were accom- 
panied by reports made by inspecting engineers, many of whom were 
owners, promoters, or aspirants for the position of mine superintendent 
under British management.* A few were frankly hired to turn out 
favorable reports, with their fees dependent upon sale.** Occasionally a 
prominent scientist could be prevailed upon to perform the inspection 
service. It was Benjamin Silliman, Professor of Chemistry at Yale Uni- 
versity, who surveyed the Emma mine in 1871 and telegraphed the 
entire report to London at a cost of $3,012 in order that it might be in 
time to accompany the prospectus of the proposed new company.” 

On the basis of imagination, as well as on the engineering reports, 
prospectuses generally promised liberal dividends, a few as high as 300 
per cent per annum.** Some not only promised dividends, but went so 
far as to guarantee them, in the form of cash, shares, or government 
bonds deposited as insurance for a definite period. Yet, in a final analy- 
sis, only one company in ten ever returned any dividend whatever and 
those that returned the shareholders’ entire investment may be counted 
on the fingers of two hands. And some that did pay dividends, like 





32 MSS. Report of William Cope on the Alvarez Mines [Nevada], May 16, 1871. Alvarez 
Silver Mining and Smelting Company, Ltd., C.R.O. 5519. 

33 The Statist (London), September 17, 1887, p. 321; Memorandum of Agreement (Decem- 
ber 15, 1885) between James F. Williams and Percy Merfield. United States Gold Placers, Ltd., 
C.R.O. B-22323. 

34 Allayne Beaumont Legard, Colorado (London: Chapman & Hall, 1872), p. 67. 

35 See Big Creek Mining Company, Ltd. [Nevada], Prospectus (January 31, 1891). 

36 James Thomson, Diary of business done for the Champion Gold and Silver Company in 
Colorado, September 24, 26, 1872. MSS. Don. e, Bodleian Library, Oxford University. 

37 Emma Mine Investigation, House Report No. 579, 44 Cong., 1 Sess. (1875-1876), pp. 


125, 777-778. 
38 Lander City Silver Mining Company, Ltd., Prospectus (June, 1865). 
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the Emma Silver Mining Company, Ltd., and the Flagstaff Silver Min- 
ing Company of Utah, Ltd., paid only a portion from earned profits: the 
remainder came illegally from funds loaned by vendors interested in 
sustaining share prices until they could unload their own holdings.” 

The tradition of extravagant claims was carried into the 1880’s and 
the 1890’s. The Montana Company, Ltd., one of the few successful con- 
cerns operating in the West under British direction, was presented 
to the public with a grand flourish in 1883 to acquire the Drumlummon, 
“believed to be one of the Greatest Silver and Gold Mines in the 
World.” The Drumlummon was a great mine—it returned more than 
£630,000 in dividends during the twenty-eight years it was in English 
hands *°—but it did not, as the prospectus insisted, contain ore “suf- 
ficient to keep the mine at work for the next hundred years.” ** The 
Anglo-Mountain Mining Company, Ltd., a sister concern dreamed up 
by a “junior bookkeeper” to exploit the success of his former employer, 
was more modest in its pretensions. Its prospectus estimated annual 
returns of £40,000 net for the next sixty years: * its life span barely 
covered two.” 

The average prospectus subscribed to what might be called the doc- 
trine of richness by association. Profits seemed to be directly propor- 
tionate to the size and number of claims to be acquired.** The location 
of mines in a district or even a state of known mineral wealth automati- 
cally made them of undeniable value. The prospectuses of three Anglo- 
Nevada concerns projected during 1865 cited impressive production 
statistics from Comstock and California mines to prove the undoubted 
value of Reese River mines, two hundred miles away.** Probably the 
most distorted use of American geography, however, was to be found in 


39 Thomas Skinner, ed., The Stock Exchange Year-Book and Diary for 1875 (London: 
Cassell, Petter & Galpin, n.d.), p. 162; Emma Mine Investigation, House Report No. 578, 44 
Cong., 1 Sess. (1875-1876), pp. 483-484; Samuel T. Paffard, The True History of the 
Emma Mine (London: Collingridge, 1873), p. 33. 

40 Report of the Thirtieth Ordinary General Meeting of the Montana Mining Company, Ltd. 
held October 4th, 1911, at Exchange Chamber, St. Mary’s Axe. The Montana Mining Company, 
Ltd., was a reorganization of the original company. 

41 Montana Company, Ltd., Prospectus (January, 1883). 

#2 Anglo-Montana Mining Company, Ltd., Prospectus (July, 1886). 

43 Compulsory wind-up order, High Court of Justice, Chancery Division (July 25, 1888). 
Anglo-Montana Mining Company, Ltd., C.R.O. B-22978. 

44 Nevada Freehold Properties Trust, Prospectus (July, 1869); Silver Star Mining Company, 
Ltd. [Nevada], Prospectus (July, 1871). 

45 Austin Consolidated Silver Mines Company, Ltd., Prospectus (June, 1865); Lander City 
Silver Mining Company, Ltd., Prospectus (June, 1865); Reese River Silver Mining Company, 
Ltd., Prospectus (June, 1865). 
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the prospectus of the Old Guard Mining Company, Ltd—dubbed the 
“Old Guard, diabolical, cold-blooded thieving conspiracy,” by a not-so- 
charitable newsman of the day.** This prospectus in 1887 elaborated 
on an Arizona claim, with a reference to the property of the Montana 
Company, Ltd., and its remarkable prosperity, casually observing that 
the Old Guard was about the same size and looked even more promis- 
ing.** Not a word indicated or even inferred that the Old Guard and 
the Drumlummon mine of the Montana concern were separated by 
some 1,500 miles of western terrain. 

If possible, every effort was made to present the mine as a going 
concern, giving “facts and figures” on past, present, and future produc- 
tion. But if this could not be done, emphasis would then fall on the 
virgin character of the property, sometimes much to the amusement 
of the British press. The prospectus of the Yankee Girl Silver Mines, 
Ltd., a Colorado venture of 1890, laid heavy stress on the unexploited 
nature of its proposed acquisitions, which included both the Robinson 
and the Yankee Girl lodes.** “The ‘Robinson’ may be regarded as a 
‘virgin’ mine,” chided a London critic, “at least so the prospectus says, 
and it would, we take it, be ungentlemanly to ask any impertinent 
questions about the female mine. . . .” 

The prospectus normally availed itself of any favorable comment 
appearing in print, whether in openly promotional literature of partisan 
agencies,” or whether by the distortion of innocuous material from the 
official reports of the Federal Commissioner on Mining Statistics or the 
Director of the Mint.” The prospectus of the Quartz Hill Consolidated 
Gold Mining Company, Ltd., contained excerpts from Frank Fossett’s 
Colorado glorifying its mine, but failed to note that Fossett’s second 
edition, published in mid-1880, nine months before the prospectus was 
issued, also mentioned the Quartz Hill, stating that “ the most valuable 
ore has been nearly all worked out.” ’ Nor was it mentioned that the 
property had originally been owned by another British firm, the defunct 





46 Financial Observer and Mining Herald (London), August 30, 1890. 

47 Old Guard Mining Company, Ltd., Prospectus (May 14, 1887). 

48 Yankee Girl Silver Mines, Ltd., Prospectus (July, 1890). 

49 Financial Observer and Mining Herald, July 5, 1890. 

50 Kaiser Gold Mines, Ltd. [Arizona], Prospectus (September, 1888); Cripple Creek Pioneers, 
Ltd., Prospectus (March 19, 1896). 

51 The Times, January 16, 1871; Charles Dickens Mining Company, Ltd. [Idaho], 
Prospectus (1886). 

52 In re Quartz Hill Consolidated Gold Mining Company, Ltd.—Young’s case, The Times, 
February 14, 1883; Frank Fossett, Colorado (2d ed., New York: Crawford, 1880), p. 325. 
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Kansas Gold Mining Company, Ltd., and was now being palmed off 
without reference to its discouraging past.” 

With purchase agreements contingent upon conveyance of valid title, 
the promoter did his best to leave the impression that title was clear 
whether it actually was or not. Sometimes the vendor would make a 
deposit as an assurance; °** sometimes a lawyer of reputation, such as 
Judah P. Benjamin, would be hired to pass upon the validity of title or 
patent.” Technically an English subject or company could not hold title 
prior to the issue of government patent, but promoters with more 
ambition than scruples sought out solicitors who would mislead the 
investor on this point.”° After 1887 the Alien Land Law prevented 
foreign citizens or corporations from acquiring even patented mines 
in the territories, but ingenious Yankees merely granted long-term 
leases and retained legal title in their own names.” 

Anglo-American mining prospectuses were often criticized for what 
they did say, but were more often notorious for their omissions. That 
of the Mudsill Mining Company, Ltd., a concern that in 1888 purchased 
eleven lodes situated, ironically enough, near Fairplay, Colorado, made 
no mention of the fact that ore samples had been “salted” with almost 
pure silver in powder form.” That of the not inappropriately named 
Crooke’s Mining and Smelting Company, Ltd., (1892) dwelled lovingly 
on potential dividends but failed to disclose a mortgage of £40,000 
executed on its Colorado property before conveyance to the company.” 
Neither did the prospectus of the “Gold Queen,” Ltd., suggest even re- 
motely in 1888 that the vendor-promoter, Thomas Gilbert, had no 
power whatever to transfer titles to placers bought by that concern in 
the Rockies. “It was a mistake,” protested Gilbert, shortly before his 
arrest for this and other illegal transactions in western mines. 

The promotional story is but one phase of a much more complex 
one. Having once acquired its property, the British joint-stock company 


583 Quartz Hill Consolidated Gold Mining Company, Ltd. v. Beall, 20 Chancery Appeals 
(1882), p. 504. 

54 Memorandum of Agreement (November 1, 1871) between Henry Altman and Edwin 
Miller. South Utah Mining Company, Ltd., C.R.O. 5807. 

55 The Times, June 15, 1872. 

56 See Moran Journal, XXXIII (December 18, 1872), 344. 

5T Act of March 3, 1887, 24 U. S. Statutes at Large, pp. 476-477; Buster Mines Syndicate, 
Ltd. [Arizona], Prospectus (1892). 

58 Mudsill Mining Company, Ltd. v. Watrous, 61 Federal Reporter (1894), p. 164. 

59 In re Crooke’s Mining and Smelting Company, Ltd., The Times, August 3, 1885. 

60 The Times, October 23, 1891. 
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still found its path strewn with pitfalls. Exorbitant prices often mean 
overcapitalization; the widespread practice of issuing vendors’ shares 
frequently meant a shortage of working capital. Share manipulation on 
the London market might bring the corporate structure crashing down 
around the investor’s ears. One of the largest and most pulsating 
headaches came from management and the problems of control across 
an ocean and three quarters of a continent. “Guinea pig” directors in 
London and inexperienced, incompetent, or independent superintend- 
ents in the West combined to spell the downfall of more than one prom- 
ising venture. Nor could the British concern keep from being swept 
into the same litigious whirlpool that sucked down to oblivion so 
many American companies. Indeed, a lack of familiarity with Amer- 
ican mining law brought the English firm more than its share of legal 
ensnarlments. 

The story of British investment in western mines is one of dark 
moments and bright, of trial and tribulation to the investor, and of 
knitting more closely the world of financial and technological advance- 
ment. Fortunes were made and lost; the same was true of reputations. 
Yet when the final chapters are written, probably the whole will be 
viewed as having been neither better nor worse than the development 
and the exploitation of America’s natural resources in general. 


Crark C. Spence, Pennsylvania State University 





International Capital Flows and 
the Development of the American West 


I 


HEN the Chairman asked me to undertake this paper he re- 

minded me that the general theme was the West as an under- 
developed area and suggested that some comparison be made with 
underdeveloped areas today. However, it should be made clear at the 
outset that the problems of the development of the American West 
in the nineteenth century are very different from the problems of 
achieving sustained growth in the underdeveloped areas today. The 
underdeveloped areas today are most typically characterized by a fac- 
tor combination of abundant labor with scarce capital and land (and 
resources), usually complicated by a social and political structure not 
geared to economic advance. America in the nineteenth century, in 
contrast, was characterized by scarce labor and capital combined with 
seemingly endless land (and natural resources) set in a framework of 
social and political institutions that was highly favorable to economic 
growth. 

Yet one point deserves emphasis here because it strikes me as being 
vastly underrated in contemporary analysis of economic growth; that is, 
the primary role of land and resources which, in contemporary theo- 
retical analysis, usually take a back seat to capital, labor, or entrepreneur- 
ship as a critical factor in economic growth. Certainly the case of United 
States growth in the preceding century offers abundant evidence of the 
primary significance of this factor. Indeed the substance of this paper 
may be summarized as follows: Given the favorable institutional frame- 
work that existed and the characteristics of the Atlantic economy de- 
scribed below, then a critical limiting problem in growth was the 
opening up and development of land and resources. In this connection 
it is important to keep in mind that land cannot be thought of as an 
undifferentiated productive factor but must be considered in terms of 
its quality * and accessibility. The quality of land and resources in the 
West was unmatched and therefore the fundamental problem was one 
of overcoming distance. The point I should like to make clear is this: 
it was the natural resource wealth of the American West that served 


1 The quality of land and resources is of course relative to the state of technology. 
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as the fundamental determinant of our extensive growth in attracting 
capital and labor to America; it was the rich quality of the land that 
gave America such a substantial share of this vast international move- 
ment of people and capital during this century. 

The argument of this paper is that surges in westward development 
were initiated by long-run favorable movements of the prices of key 
staple commodities. However, an increased supply of these staples could 
only be obtained by heavy capital expenditure in internal improvements 
and plantation development. Long-term foreign capital played an im- 
portant role in meeting this need by directing real resources into the 
needed social overhead investment and making possible an import sur- 
plus of consumer and capital goods during these expansive periods. 

A presentation limited to twenty minutes has required some drastic 
limitations in the scope of this paper. Accordingly, the time span is 
limited to the period 1820-1860 and the focus is primarily theoretical.’ 
In a paper of this length it is clearly impossible to present either the 
quantitative data or material evidence necessary to substantiate the 
relationships suggested here.* 


II 


It was the special characteristics of the international economy and con- 
ditions in Europe that were critical in the opening up and development 
of the West, particularly in the first half of the nineteenth century. 
In the light of the historian’s preoccupation with the pervasive influ- 
ence of the frontier on American development, it perhaps needs stress- 
ing that the rate at which the West was developed was basically a func- 
tion of (1) the changing characteristics of consumer demand in the 
English and European market, (2) the international mobility of capital 
and labor that made possible emigration from England, Ireland, and 
the Continent, and (3) the international flow of technological infor- 
mation, with the particular significance, insofar as this paper is con- 
cerned, of the development of the steam engine and its application to 


2A further limitation of this paper is that it does not deal with the British financing of 
American trade. It should perhaps be emphasized here that the financing of a substantial part 
of our export trade, and some domestic trade as well, was probably as important in American 
development as were the long-term capital movements that are the subject of this paper. 

3 The quantitative data on American capital imports in the nineteenth century will be pre- 
sented in as much detail as possible in my forthcoming paper at the Conference on Income and 
Wealth in the Nineteenth Century, jointly sponsored by this Association and the National 
Bureau of Economic Research. 
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land and water transportation. A brief elaboration of the first two fac- 
tors will serve to clarify their influence upon American development. 

The changing characteristics of demand came about as a result of the 
continuing economic growth of English and European economies and 
concomitant expansion in population and income. Two factors were 
particularly significant for American development; they were the 
growth in cotton textile manufacturing and the increasing per capita 
consumption of bread made from wheat flour (reflecting both a rise in 
income and a shift in taste from rye to wheat flour in leavened bread). 

The unprecedented international movement of people appears to 
have reflected not only differential expectations as to income and em- 
ployment between the country of emigration and immigration, but 
also differential expectations as among the alternative countries to which 
to immigrate.* An additional contributing factor was the decline in 
shipping fares. 

The international flow of capital was possible as a result of the earlier 
growth in income of England and European countries. An aspect of this 
growth that was important in this capital flow was the substantial 
income inequality and resultant large volume of savings concentrated in 
a small segment of the population and responsive to differential rates 
of return (discounted for risk). 

The absence or reduction of government intervention in the move- 
ment of goods, people, and capital made the nineteenth century 
unique in history.” 


lil 


In a classic article written more than fifty years ago, G. S. Callender 
discussed the opening of the West in these terms: “By the opening of 
the West I do not mean the early settlement of the region west of the 
Mountains, which took place on a large scale during the thirty years 
after the Revolution. This in itself, as I shall attempt to show, had very 
little influence on the economic life of the Country. I refer rather to 
that improvement in the economic condition of the West which set in 

4 Brinley Thomas’ view of the Atlantic economy as an evolving unit provides a useful per- 
spective upon the movement of people and capital in the course of nineteenth-century develop- 
ment. See his Migration and Economic Growth (Cambridge: Harvard University Press, 1954), 
Ch. 3. 

5 The uniqueness of this period with respect to its relative freedom from government in- 
tervention makes nineteenth-century international development very different from that of the 


twentieth century. See Ragnar Nurkse, “International Investment Today in the Light of 
Nineteenth-Century Experience,” The Economic Journal, LX!V, No. 255 (December 1954). 
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about the time of the second war with England, and which in a 
decade or two entirely changed the relationship of that region to the 
rest of the country. . . .” ®° The development of the West that Callender 
‘had in mind was not the subsistence agriculture of the early pioneer 
but that which came about as a result of a new region being able to 
produce goods in demand in existing markets at a cost competitive with 
alternative sources of supply. The essential requirements for this growth 
were (1) a market for primary goods and (2) rich land and resources 
that could be combined with the scarce productive factors of labor 
and capital to produce these goods at a comparable cost with alterna- 
tive sources of supply. The limiting factor was the relative inaccessibility 
.of the land and resources. 

Under the nineteenth-century conditions of international mobility 
discussed above, capital and labor can be considered responsive on a 
world-wide basis to the quality and accessibility of land and resources. 
An examination of American internal expansion in the first 60 years of 
the nineteenth century in terms of these considerations will then make 
possible an assessment of the role of foreign capital in this western 

_ expansion. 

In striking contrast to present times, the major market for goods in 
the first part of the nineteenth century lay outside America. The 
changing characteristics of demand in the Eureopean market, and to a 
lesser extent in the West Indies, South American, and other external 
markets, affected fundamentally the fortunes of America. As far as the 
westward movement was concerned, it was primarily the demand for 
cotton and then wheat (and flour) that was critical. 

It is difficult to exaggerate the role of cotton in American growth in 
the first half of the nineteenth century. Not only was it the major part 
of America’s external trade, but it was also a fundamental factor in- 
fluencing internal trade as well. The nature of the trade between the 
agricultural West and the South and the increasingly industrialized 
East has been described many times.” The importaice of this trade, in- 
sofar as this paper is concerned, lay in the dependence of the West 
upon cotton expansion in the South during the first half of the nine- 
teenth century. Thus westward expansion during this period was pri- 
marily a function of expansion into land for cotton production in the 





_ §6*The Early Transportation and Banking Enterprises of the State in Relation to the Growth 
_.of Corporations,” Quarterly Journal of Economics, XVII (November 1902), 115. 
_ See Emory Johnson and others, History of the Domestic and Foreign Commerce of the 
‘ United States (Washington: Carnegie Institute, 1915) for the classic account of this trade. 
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South ° or into land in the western states capable of producing corn, 
hogs, and wheat (which would provide pork, lard, bacon, corn, corn- 
meal, flour, and whisky) to provision the South. While the West 
Indies, South America, and the eastern seaboard were markets for these 
staples, the expansion of the cotton South was the most critical determi- 
nant of the market for western provisions during the period from 
1820 to 1850. Although this demand appears to have been somewhat 
income-inelastic and domestic trade fluctuated less violently than for- 
eign trade,”® nevertheless the fortunes of the West were tied to the cot- 
ton trade. 

As early as 1825, with the opening of the Erie Canal, the western 
trade along the Great Lakes and the northern areas bordering thereon 
had been diverted to the East. While the Pennsylvania Canal furthered 
this east-west trade, it was not until the end of the 1840’s that the basic 
pattern of trade changed. The growth of manufacturing and resultant 
urbanization in the New England and Middle Atlantic states substan- 
tially increased the demand for western staples. This expanded domes- 
tic demand was reinforced by increased foreign demand for wheat and 
flour. The rate of expansion of the West became increasingly depend- 
ent on the eastern and European market, and the rapid development 
of the 1850’s in Minnesota, Iowa, Michigan, Illinois, Wisconsin, and 
Missouri reflected primarily this expansion in demand for foodstuffs.” 

Although the development of both the Southwest and Northwest 
associated with this expanding demand for staple commodities was a 
continuous process, the pace of the westward movement varied signifi- 
cantly. There were notable surges in this expansion, followed by periods 
of assimilation in which the pace was markedly slower.’* Thus the 
early 1820’s, following the land boom of 1818-1819, was a period of 
slower expansion: there was a gradual acceleration of the tempo in 
the late 1820’s and early 1830’s, culminating in the surge of 1835 to 


8 The expansion was primarily into Alabama in 1816-1819; into Alabama, Mississippi; 
Louisiana, Arkansas, and Florida in the 1830’s; and into the same five southern states and 
Texas in the 1850's. 

% These states were Ohio, Indiana, Illinois, and Missouri in 1816-19, to which must be 
added Michigan and Wisconsin in the 1830's. 

10 Arthur H. Cole and Walter B. Smith, Fluctuations in American Business, 1790-1860 
(Cambridge: Harvard University Press, 1935), p. 73. 

11 By 1850 east-west railroads were an important factor in this development and began 
seriously to eat into canal revenues. See E. L. Bogart, Internal Improvements in Ohio lia: 
York: Longmans, Green & Co., 1924), ch. 2. 

12 These surges in westward expansion are most carefully analyzed in T. S. Berry’s —_— 
Prices Before 1861 (Cambridge: Harvard University Press, 1943). 
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1839.’° The early years of the 1840’s paralleled the 1820’s and then gradu- 
ally the pace quickened and culminated in a sharp surge between 1854 
and 1856. The pace was sharply reduced in the intervening years before 
the Civil War. 

An explanation of these surges of expansion is clearly to be found 
in the expected profitability of western lands. It was the expected return 
upon cotton in the Southwest and upon the wheat, corn, and hogs 
(and the manufactures thereof) in the Northwest that was the most 
fundamental factor affecting the pace of western development. It was 
actual or anticipated prices of these staple commodities that exercised 
the most decisive influence.* If we take the volume of public land 
sales as the measure of western development,” then we may note a 
close correlation between the price of cotton on the one hand and the 
volume of public land sales in the five southern states of Alabama, 
Louisiana, Mississippi, Arkansas, and Florida on the other hand."* A 
similar correlation exists between the price of wheat (and corn) and 
public land sales in the seven western states of Ohio, Illinois, Indiana, 
Michigan, Iowa, Wisconsin, and Missouri.’’ Since the price of cotton 
on the one hand and of wheat, corn, and provisions on the other did 
not always move together, although the long-run movements were 
roughly parallel as indicated above, it is not surprising that accelerated 
westward movement was at times associated more with the Southwest 
than the Northwest and vice versa. Thus, while the price of cotton 
drifted down throughout most of the 1820’s, the price of wheat im- 
proved after 1827, and the sales of western land in Ohio, Indiana, Illi- 
nois, and Michigan picked up markedly after the middle of the 1820's. 
Cotton prices began to rise after 1832, and only thereafter did public 





13 The panic of 1837 caused only a temporary lull in the westward movement and it was not 
until 1839 that the movement collapsed. 

14 Actual or anticipated reductions in production or transfer costs also played a role that will 
be described below. 

15 Despite the speculative character of public land sales, they appear to be a rather good 
measure of westward development. A. H. Cole’s study of the course of public land sales and 
population movements in several states indicates a close relationship. “Cyclical and Sectional 
Variations in the Sales of Public Lands, 1816-1860,” The Review of Economic Statistics, 1X 
(January 1927), 50. An analysis of land sales and production in five southern states from 1835 
to 1842 indicates a lag of 4 to 5 years between surges in land sales and expanded production. 
Considering the time it took to clear land and plant a crop or two of corn, the actual lag indi- 
cated was not so substantial. The significance of the lag lies in its effect on prices as will be 
described below. 

16 Data on the price of cotton may be found in M. B. Hammond, The Cotton Industry 
(Publication No. I, American Economic Association, 1897), Appendix I. The data on land sales 
by states are found in Arthur Cole’s “Variations in the Sale of Public Lands.” 

17 Prices of wheat and corn were obtained from A. H. Cole’s Wholesale Commodity Prices 
in the United States, 1700-1861 (Cambridge: Harvard University Press, 1938). 
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land sales in the southern states increase significantly. Similarly while 
cotton prices were depressed throughout most of the 1840’s, wheat 
prices improved, and western land sales expanded from the middle 
forties. Finally, the boom period of the 1850’s was primarily associated 
with the Northwest in which the rising price of wheat and corn was 
paralleled by a tremendous land boom, whereas cotton prices and land 
sales in the Southwest increased very moderately. 

While the very sharp increases and subsequent declines in prices from 
1835 to 1839 and from 1854 to 1857 reflected the speculative boom that 
overlaid each expansive period, the underlying real factors affecting 
these price movements were the character of shifts in demand and sup- 
ply for these commodities. Shifts in demand appear by and large to have 
been more uniform, reflecting increased demand for cotton textiles and, 
in the American South and East, fairly steady growth in demand for 
provisions.’® Yet there are notable exceptions, such as the expansion 
in demand for wheat with the Irish famine, which was a critical in- 
fluence resulting in the rise in wheat prices and the accompanying land 
expansion in the Northwest in the mid-forties. Moreover, the periods 
of expansion were accompanied by rising incomes leading to increased 
demand for consumption goods, once the boom was under way. This 
rise was reinforced in the 1850's by the volume of immigration.” 
However, it was primarily the response of supply that led to these long- 
run price movements.” The increased supply of these primary commod- 
ities was a function of accessibility in the Northwest and of both acces- 
sibility and the necessary outlays for land, slaves, clearing the land, 
buildings, and getting the crop planted in the cotton South. The capital 
expenditure necessary for transport facilities in the Northwest and for 
both transport and plantation development in the Southwest were high. 
In consequence it is not surprising that supply did not shift smoothly 
with demand. Rather it moved irregularly in spurts, resulting in relative 
overexpansion, followed by consequent lengthy periods of depressed 


18 R. C. O. Mathews stresses that there is no evidence of an increase in the rate of growth of 
British demand for cotton in the 1830’s over the 1820's. A Study in Trade Cycle History 
(Cambridge: The University Press, 1954), p. 53. Berry also reached the conclusion that de- 
mand for foodstuffs was less susceptible to variation than supply. Western Prices Before 1861, 
P. 535: 

19 See the following section for amplification of this point. 

20It should be made clear that this paper is not concerned with the cyclical disturbances 
that affected prices but with the long swings in prices that are clearly evident by applying a 
nine-year moving average to prices. While the peak of these long swings is roughly coincidental 
with the peak of a cycle, nevertheless the decline in wheat prices and western expansion had 
already set in at least a year before the collapse of 1857. 
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prices until the gradual increase in demand caught up. This was fol- 
lowed by slowly rising prices which induced another period of acceler- 
ated westward expansion and development of new lands.” 

There were two factors responsible for the radical shifts in supply that 
took place. The first is inherent in the nature of transport developments 
to make new land accessible. The opening up of a canal or making a 
river navigable in the 1830’s or the construction of a western railroad in 
the 1850’s did not gradually open up new land but made land available 
in vast amounts where it had heretofore been simply inaccessible for 
commercial production. 

The second factor involved in the shifts in supply resulted from the 
impetus of rising prices of these key commodities upon the capital 
market. The optimism engendered by these favorable price movements 
in the context of the special characteristics of the banking system and 
the supply of international capital led to a vast expansion of investment 
in internal improvements and plantation development during these 
periods of extensive development. 


IV 


It should be clear from the preceding discussion that the role of inter- 
national capital was not in initiating these surges in expansion. The pre- 
vious analysis suggests that movements in the prices of key staple 
commodities were the most important impetus in these surges of expan- 
sion. Foreign capital, however, did play a vital role in making possible 
each expansion and in its duration and character. The importance of 
foreign capital lay in directing real resources into transportation and 
plantation expansion and sustaining this expansion by making possible 
an import surplus. 

Although there are significant differences in the character of capital 
inflows in the 1830’s as compared with the 1850’s ” the influence upon 


21 An illustration will serve to clarify the process: Expansion into new cotton land was 
moderate as prices of cotton stabilized around 10 cents a pound in New York in the late 1820's. 
After 1832 the price began increasing and land sales rose rapidly in the five new cotton states 
than earlier. The peak was reached in 1835 and 1836, when more than five million acres of 
land were taken up in each year. However, the time interval involved in transferring land from 
speculator to cultivator, clearing the land, and getting it into production resulted in 1840 being 
the first year in which the production from these new states was felt. The crop in these five 
states jumped from 911,913 bales in 1839 to 1,538,904 bales in 1840. The lengthy period of 
depressed prices in the 1840’s followed (data from M. B. Hammond, The Cotton Industry). 

22 In the 1830's the British purchased primarily the securities of States that were floated for 
internal improvements (the bulk of them for canal construction) in the North and for com- 
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the balance of trade in each case was similar. In both expansive periods 
the volume of foreign trade increased substantially and the United 
States incurred an import surplus typical of a young debtor nation.” 
The increase in imports in the 1830’s was in part in capital goods but 
primarily in consumption goods, with a substantial expansion in the 
imports of luxury goods. In the 1850’s, as one would expect, the import 
of capital goods, particularly railroad iron, played a far more important 
part, although there was a significant increase in consumption goods. 
Initial expansion in the late 1820’s and middle 1840's was at a moderate 
pace ** and took place with little rise in prices because of the unem- 
ployed and underemployed resources available. Once the expansion had 
begun, the actual or anticipated development of internal improvements 
implied a reduction in transfer costs. This made it possible for vast 
new areas to market their commodities and therefore further to acceler- 
ate the westward movement and demand for land.”* Bank expansion 
played the most significant role in supplying capital, and foreign in- 
vestment was selective and limited. The significant flow of foreign 
funds came later as a result of the increased opportunities associated 
with each expansive period. These opportunities were associated not 
only with the favorable prospects of the significant staple commodities 
but also with the regional expansion that would result from the con- 
comitant development of new cotton areas in the South or new areas 
producing provisions in the Northwest. The necessary growth of 
facilities to market these commodities, as well as of those to supply the 
local needs of planters or settlers in new areas, led to a construction 
boom. In turn this expansion reacted back upon the East in expanded 
demand for goods and services,”* particularly for English imports. 





mercial bank development for plantation expansion in the South. In the late 1840’s the Germans 
provided the initial impetus and the British displayed a notable and understandable reluctance; 
however it was not long before the British were again purchasing American securities in volume. 
In this case, however, it was the private securities of railroads. 

23 This was in contrast to the periods of borrowing after 1873, when the United States con- 
tinued to have a favorable trade balance. 

24 However, the extraordinary demand for wheat in 1847, the heavy influx of immigrants, 
and the gold discoveries accelerated the pace in the latter period. 

25 Thus the opening of the Erie Canal and the construction of the Pennsylvania Canal gave 
an early impetus to development in the Northwest in the late 1820's. Similarly the land boom in 
Indiana from 1845 to 1852 was primarily a response to the opening of the Wabash and Erie 
Canal. A. H. Cole, “Variations in the Sale of Public Lands,” p. 49. 

26 The induced investment in manufacturing during these expansive periods contributed 
substantially to the process of industrialization that was going on in the East. 

J. S. Dusenberry decribes this multiplier-accelerator process resulting from westward develop- 
ment in his article “Some Aspects of the Theory of Economic Growth,” Explorations in Entre- 
preneurial History, II, No. 2 (December, 1950). 
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It was the inflow of capital during each expansive period that enabled 
the expansion to be sustained for a number of years rather than its 
merely erupting into an inflationary spiral and collapse.*’ Although 
bank expansion initially provided capital for the crucial investment in 
transport and plantation expansion that could open up and develop 
new lands, it was capital inflows that maintained the expansion by per- 
mitting a level of imports of consumption goods and capital goods 
without deterioration of foreign exchanges. 

Thus the period from 1830 through 1834 was characterized by a slow 
but persistent rise in commodity prices,” an acceleration in the pace of 
internal improvements in the West, and an increase in the note issue 
of state banks from 61 million dollars in 1830 to 103 million dollars in 
1835.” It was a period of real expansion interrupted only by the interval 
of contraction by the Second Bank of the United States during Biddle’s 
struggle with Jackson. The bonds issued by the several states in order to 
build canals in the North or to finance expansion of cotton production 
in the South found their way for the most part into the hands of 
English holders of securities. During this period approximately 40 
million dollars of American state securities were purchased abroad. 
At the same time the United States incurred an import surplus of 
merchandise trade as well as net specie imports of approximately 20 
million dollars.*° 

After 1834 the pace increased and was overlaid with speculation, 
aided and abetted by the uninhibited expansion of the state banks and 
the policies of the Jacksonian administration.” More than 107 million 
dollars in state securities went abroad and the states pursued an un- 
restrained expansion in internal improvements, with their bonds finding 
a ready market among English investors. With the economy already at 
full employment, the effect was to shift labor out of agriculture and 
other activities and into construction of canals and other internal im- 
provement. This redirection of productive factors out of consumer goods 
into social overhead investment was partially offset by the increased 
importation of consumer goods made possible by English capital. 





27 The land boom in 1818 appears to have been of this character. 

28 Smith and Cole, Fluctuations in American Business, p. 60. 

29 Charles J. Bullock, John H. Williams, and Rufus $. Tucker, “The Balance of Trade of 
the United States,” The Review of Economic Statistics, 1 (July 1919), 218. 

30 Smith and Cole, Fluctuations in American Business, p. 79. 

31 The peculiarities of banking in the 1830’s deserve more than passing attention. The 
cessation of deposit of government funds in the Second Bank of the United States and the dis- 
tribution of surplus revenues among the States played an important part in this inflation. 





International Capital Flows 503 


However, the expanded consumer demand associated with rising 
aggregate income inevitably led to rapidly rising prices. The result was 
ultimate collapse,*” yet the extraordinary era between 1835 and 1839 
is too often dismissed as one of wild and unproductive speculation with- 
out recognizing that substantial real expansion took place during these 
years. Although land sales were mostly to speculators for resale rather 
than cultivation, nevertheless this was a part of the process by which 
land ultimately got in the hands of cultivators ** and by which the 
West was developed. Moreover, despite the many half-completed proj- 
ects that were abandoned in the early 1840's, transport development 
and plantation expansion had made possible a large increase in the 
supply of cotton and wheat. 

If foreign capital had sustained the boom of the 1830’s, the lack of it 
helped to extend the depressed years of the 1840’s. During a number 
of these years the United States had an export surplus when securities 
were being returned from Europe and interest payments on existing 
debt were a significant, if not always honored, obligation. The marked 
regional differences in economic well-being during the early forties 
lent support to the arguments presented above. The severely depressed 
price of cotton and western staples reflected the tremendous increase 
in supply resulting from the previous expansive era. In contrast, indus- 
trial prices in the East declined less severely.** The dependence of 
western expansion upon foreign capital was reflected in almost a cessa- 
tion of internal improvements. In contrast, railroad construction in the 
East was significant and, while western railroad and bank stocks were 
severely depressed, those of the New England area declined only mod- 
erately.” 

The gradual westward expansion that began in the mid-1840’s was 
associated more with the Northwest and wheat than with the Southwest 
and cotton. The impetus was not only the extraordinary foreign demand 
for wheat in 1847 but the steady growth in demand by the increasingly 
urbanized East, reinforced by the first great wave of transatlantic migra- 
tion that went on from the mid-1840’s to 1860 and had its peak from 





32 There is no room in this paper to discuss the immediate causes of the panic of 1837 and 
the ultimate collapse in 1839. See however, R. McGrane, The Panic of 1837 (Chicago: Univer- 
sity of Chicago Press, 1924). For a recent able analysis see R. C. O. Mathews, A Study in Trade 
Cycle History, ch. 5. 

33 See footnote 15. 

34 Smith and Cole, Fluctuations in American Business, p. 65. 

35 Smith and Cole, Fluctuations in American Business, p. 50. 
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1849 to 1854.*° As in the earlier period, initial expansion was mostly 
effected by domestic capital, with selective purchase of railroad secu- 
rities by German investors. Beginning in 1850, the United States in- 
curred a large import surplus and a substantial volume of railroad 
securities went abroad. 

Immigration of capital and labor was a prominent feature of the 
real expansion that took place between 1849 and 1854. Both factors 
played an important part in the railroad development of the period, 
providing the additional labor and capital necessary without too signifi- 
cant a redirection of resources from other parts of the domestic econ- 
omy. The import surplus of consumption goods again provided a 
cushion against rapid inflation. In addition, the large volume of rail- 
road iron brought in directly contributed to the boom. Railroad mileage 
tripled from 1849 to 1856. Most of this increase was in the West or in 
lines connecting the East with the West. 

While there is no doubt that the capital inflow during this period was 
a valuable contributing factor to the extensive expansion of the coun- 
try, it did not play as important a part as it had in the 1830’s. The 
large volume of gold exports from California, together with the earn- 
ings of the merchant marine, were more significant credit items than 
earlier in balancing the import surplus of the United States. This was 
particularly true after the advent of the Crimean War. While railroad 
securities sold abroad may have totaled as much as $160 to 200 million 
for the decade, the composition of our balance of payments would 
indicate that most of the purchases after 1854 represented a shift out of 
mercantile credit rather than a net addition to our aggregate indebted- 
ness.*” Gold exports alone were sufficient to balance the import surplus 
of the United States. 

While the speculative boom from 1854 to 1857 in some respects 
paralleled the earlier one, the peak in land sales occurred in 1855-1856. 
The increase in the supply of wheat had been so substantial that de- 
spite record exports the price of wheat was already declining in 1856, and 
the land boom in the seven western states was over well before the crisis 


of 1857.** 





36 Brinley Thomas, Migration and Economic Growth, p. 89, and Appendix IV, Table 96. 

37 See the summary account in Bullock, Williams, and Tucker, The Balance of Trade, p. 223. 

38 For an account of the Panic of 1857 and the circumstances surrounding it see George 
Van Vleck, The Panic of 1857 (New York: Columbia University Press, 1943). 
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V 


This paper has been concerned with the pace of westward develop- 
ment and the influence of the international economy, and particularly 
the supply of long-term capital, upon that development in the years 
from 1820 to 1860. The long-run impetus in this economic development 
was the expanding demand for certain staple commodities in the Euro- 
pean and domestic market. The surges in westward expansion were the 
processes by which the supply of these commodities adjusted to this 
increasing demand. With the rich quality of the seemingly endless land 
available in western America, the essential requirement was for social 
overhead investment to make this land accessible. Although the initial 
impetus in each period of rapid extensive development was provided 
by the issuance of bank notes, foreign capital played the important role 
of directing real resources into the needed social overhead investment 
and of sustaining an import surplus of consumer and capital goods 
which made possible the prolonged periods of rapid development. 


Douctass C. Nortu, University of Washington 





Promoting the American West 
in England, 1865-1890 


HEN in 1872 the English Reverend Alexander King, Secretary 

\X/ of the Freedmen’s Mission Aid Society, returned to Blackheath 
(London) from his travels in the American West, he wrote a letter to 
the editor of the London Odserver. Said he: “I believe our great national 
problem . . . must be solved by . . . the British occupation of America. 
Emigration, on a grand scale, to the trans-Mississippi regions will prove 
the destiny of the Anglo-Saxon people, and our cheapest and most 
effectual remedy for some of our most formidable national evils.” * 
Among the ills to which Mr. King alluded was the depression among 
English agricultural “labourers” and the destitution besetting English 
industrial working classes. The farm workers were still suffering from 
falling agricultural prices attending repeal of the corn laws and exten- 
sion of the enclosure movement. Both country and urban working 
classes were being pinched, at least temporarily, by technological 
changes in both factory and field. It was toward these dissatisfied 
groups (and especially the more ambitious, venturesome, and sober 
agricultural “labourers”) that agents, or promoters of the American 
West directed much of their efforts during three decades following 
the Civil War. As stated by the Liverpool Journal, Americans do not 
sit and wait for immigrants to come; they send agents to England “to 
tell us what is going on, and to show the better class of emigrants what 
opportunities American capital has provided for them in the West.” ? 
These so-called agents of the West, these “unofficial ambassadors” 
of eight decades ago, constituted a small but an articulate element in 
an otherwise reserved English society. Foremost among them were 
representatives of western American railroad companies and western 
state immigration commissions; and included—if a broad use of the 
word be permitted—were also Mormon missionaries, private land 
salesmen, bond and stock salesmen, professional lecturers, writers, 
travelers, and outright swindlers. Not all were Americans; in fact, some 
of the most active and successful agents were native Englishmen, who 
after brief apprenticeship in the West serving as representatives of vested 
interests there, could, as one American railroad land commissioner 


1Clippings, Burlington Railroad Archives, Newberry Library, Chicago. Hereafter cited as 
B.R.A. 
2 Liverpool Journal, June 24, 1871. 
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wrote to another, become “quite as ‘cute’ as the Yankee.” * One English- 
man of this type was none other than Mr. King who, after field 
experience in Iowa and Nebraska, served in England as an agent for 
the Burlington and Missouri River Railroad. Letters written in the 
West by Mr. King were published in leading English newspapers, and, 
according to one paper, he “excited very great interest in the beautiful 
and fertile regions of the United States and Nebraska.” And as if to 
underwrite Mr. King’s message there followed this observation: “In 
these days of strikes and ‘Internationals,’ it is the duty of every philan- 
thropist to encourage emigration on the part of industrious working- 
men to a country where industry and skill will meet with their due 
reward.” * But regardless of nationality or particular business associa- 
tion, the agent for the American West (and especially the land agent) 
was one whose identity was as readily recognizable as that of an English 
hackdriver. His chief haunts were trans-Atlantic steamers and packets, 
English hotels and boarding houses, and English fairs; his chief 
accouterment, crop exhibits and glittering brochures that offered to 
every gullible Englishman an “El Dorado within three weeks of 
London.” ® And what was this El Dorado? “The West! the mighty 
West! That land where the buffalo still roams and wild savage dwells; 
where the broad rivers flow and the boundless prairie stretches away 
for thousands of miles; where new States are every year carved out and 
myriads of people find homes and wealth. . . .” ° 

But lest this description be too romantic and too vague—and it is— 
the American western land agent offered a roseate description of each 
particular state or area he chanced to represent. Each state, as one 
Britisher observed, had its “trumpet-blowers” offering special induce- 
ments and higher rewards to all who would but emigrate to the par- 
ticular commonwealth they chanced, at the moment, to represent.‘ 

In order to disseminate his promotional propaganda the agent used 
all modes and devices known to the period. These included public 
addresses, personal contacts, correspondence, special crop exhibits, 
newspaper advertisements, small circulars, large posters, two-color 
handbills, photographs, maps, brochures, and various combinations of 


3 Letter from Cornelius Schaller to George S. Harris, August 26, 1871, B.R.A. 

4 The Stirling Observer and Midland Company's Advertiser, February 22, 1872, clippings, 
B.R.A. 

5 [Anonymous] “From a Vagabond’s Note-Book,” Macmillan’s Magazine, XXIV (1871), 
246. 

6 Gen. J. S. Brisbin, The Beef Bonanza; or, How to Get Rich on the Plains (London, 1881), 
ps.13: 

7James Macdonald, Food From the Far West; or, American Agriculture (London, Edin- 
burgh, 1878), p. 29. 
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the same. For example, an agent for the Burlington combined lectures 
with the use of 85 photographic views of the West painted on canvases 
250 square feet in size. He chose to call this uniquely illustrated lecture 
the “Sylphorama of America by Sea, River and Railroad.” * Of all types 
of promotional and advertising media, the land agent showed a 
preference for the brochure, or pamphlet. This was emphatically 
expressed by Cornelius Schaller, Burlington Railroad land commissioner 
in England, when he wrote his chief, George S. Harris: “I do not wish 
to be bigotted in my opinions, but Englishmen as a rule are a pig 
headed set and they will look upon a book as a book and a newspaper 
as a newspaper. . . . My belief is one pamphlet will do more good than 
will newspapers. . . .”° But whatever the outlet for expression, the 
claims made for each and every part of the West were manifestly 
extravagant. 

In this contest in the use of superlatives waged on British soil it is 
rather difficult to discern the distinguishing features and merits of 
individual regions and states within the trans-Mississippi West. Cer- 
tainly any relationship between descriptions of the West in promotional 
literature and the truth would be purely coincidental. More likely, 
truth might be represented as the mean between the extolled virtues of 
the American West and the proclaimed vices of the Old World. 

Not least among the advantages attributed to the West were to be 
found in Texas. The claims of Texas to “notice,” observed a Scot traveler 
in the West, had long been brought prominently before the prospective 
British emigrant. In fact, one was made to realize clearly that Texas 
enjoyed more advantages than any other state in the Union. And as 
proof to any “doubting Thomas” were these two contentions: one, 
that it cost less to raise a cow in Texas than it cost to raise a chicken 
elsewhere in the United States; two, Texas raised the highest proportion 
of children to adulthood.”® And thanks chiefly to the railroads, these 
superior Texas virtues were being made known to the British and the 
world at large. Thus W. G. Kingsbury, London agent for the Galveston, 
Harrisburg, and San Antonio Railroad offered not only boundless acres 
but atmospheric conditions that produce among the young and aged 
alike “flexibility of joints, lightness of limbs, and buoyancy of spirit.” ” 





8 Richard C. Overton, Burlington West (Cambridge: Harvard University Press, 1941), 
pp. 363-364; see also ibid., pp. 359-362. 

® Letter from Schaller to Harris, September 4, 1871, B.R.A. 

10 Macdonald, Food From the Far West, p. 29. 

11 W. G. Kingsbury, A Description of South-Western and Middle Texas (London, 1878), 


p. 40. 
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Perhaps Texas could not be outdone, but promoters in England of 
the north central plains were not without their boasts of the rapidly 
expanding wheat-corn belt. Giving special, but not exclusive, attention 
to the promotion of this region was the newspaper, The American 
Settler. It was published weekly in London and widely circulated 
among prospective English emigrants to the American West.’ One 
important feature of The American Settler was its letters from English- 
men who had settled in the West, and its descriptions of the western 
American scene. Much that was published in The American Settler was 
inspired by western railroad land agents, but its columns were also 
open to conflicting views, especially those concerning western “get-rich- 
quick” schemes. 

Not all railroad companies were as irresponsible in their English 
promotional literature as was the Galveston, Harrisburg and San 
Antonio concern. While the Atchison, Topeka and Santa Fe Railroad 
made known, for example, the virtues of Kansas, this concern clearly 
warned the British that manna did not fall from the sky. Prospective 
immigrants were told to come with enough capital to last for a year, 
and to bring with them a thousand pounds if they expected to buy a 
good farm in Kansas."* 

Also somewhat moderate were official brochures published and 
circulated in England by the Burlington Railroad and the Northern 
Pacific Railroad companies. The Burlington called special attention 
to its extensive land holdings in Iowa, Nebraska, and Kansas; the 
Northern Pacific spotlighted its land holdings in the Pacific Northwest. 
Both stressed easy terms on which these lands could be purchased, and 
in this connection proposed colonizing schemes that had a special appeal 
for English agricultural “labourers.” ** 

Railroad land agents were not alone in promoting the American 
West. Individual state immigration commissions were also active in 
England, and their promotional literature was definitely unrestrained. 


12 The (London) American Settler, July 10, 1880, to November 26, 1892. This weekly 
newspaper was edited by Colonel D. D. Muter, also associated with the London Anglo- 
American Times. 

13 W. H. Russell, Hesperothen; Notes From the West (London, 1882), I, 213, 217, 222. 

14 For promotional literature on the Burlington Railroad, see B.R.A., Land Department. 
See also [Northern Pacific Railroad], The Pacific North-West: A Guide for Settlers and 
Travellers (New York, 1882), pp. 43, 45; Olin D. Wheeler, Wonderland ’97 ... Along the 
Northern Pacific Railroad (St. Paul, 1897), p. 29; James B. Hedges, “The Colonization Work 
of the Northern Pacific Railroad,” Mississippi Valley Historical Review, XIII (1926), 317- 
318. In 1883, the Northern Pacific Railroad Company had 831 active agents operating in 
the British Isles. See idid., p. 330. 
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Each one of these agents, observed one Englishman, “vaunted the 
excellence of the State and locality he worked for.” This observer there- 
fore reached the conclusion “a great many different States were the best 
in the Union.” *° In Nebraska, for example, was to be found the 
“Garden of Eden,” a “fragment of Heaven let loose upon the earth.” 
To Nebraska, England’s good workers and good spenders would 
certainly want to go.’® And to the Englishman, the Dakota Territory 
offered: one, for the man possessing little capital but much health, 
strength, and perseverance there would come “comfortable compe- 
tence”; two, almost every crop under the sun without the risk of bad 
seasons. “All this and much more to the same purpose,” wrote a critical 
observer, “. . . the pamphlets would induce us to believe.” ** “It is a 
pity,” wrote an English lady in Dakota Territory in the columns of 
Labourers’ Union Chronicle, “to have nothing but Swedes and 
Norwegians in the territory.” ** 

It was, however, in California, the “happy Canaan,” where God had 
utilized all of His experience to produce His “crowning glory.” Cali- 
fornia, the “Cornucopia of the World,” extended her heartiest welcome 
to England’s destitute millions.” California’s bid for English immi- 
grants was partly induced by massive post-Civil War promotion schemes 
in the Los Angeles area where citriculture, based on irrigation, was 
beginning to flourish. 

Stressed, too, was California’s climate. Simultaneously (but not 
coincidentally), with the formation of the first Los Angeles Chamber 
of Commerce in 1873 came the discovery that climate alone could attract 
migration from the states and from abroad. The publication in Eng- 
land, 1891, 1892, of The American Italy by Charles Dudley Warner 
illustrates the approach and the appeal, in this instance, to the English 
middle class. This book claimed for southern California an American 
Riviera where exotic living was productive of good health and extreme 





15 Richard Money, The Truth About America (London, 1886), p. 43. 

16 Clippings, London Standard, [1872]; Conservative Standard, February 17, 1872; Sheffield 
and Rotherham Independent, January 16, 1872. See also Thomas Greenwood, A Tour in the 
States and Canada, London [1883] pp. 157-158; J. L. Campbell, Great Agricultural and 
Mineral West (Chicago, 1867), p. 58. 

17 Ibid. 

18 The (Manchester) Labourers’ Union Chronicle, November 1, 1873. 

19 [California Immigration Commission], California: The Cornucopia of the World (n.p., 
1883), p. 21. Also designed to promote the West, and California in particular, in England 
was the magazine Abroad, published in Liverpool. See in particular the October, 1892, issue 
devoted especially to those who intended to emigrate to California. Publishers of Abroad 
labeled it as a “Journal Containing Useful Information for Tourists and Intending Settlers.” 
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longevity of life.*? Impressive as was this barrage of printed words, 
it is evident that funds were likewise generously distributed by pro- 
motional agencies in behalf of emigration activities. According to the 
London Times in 1870, it was a “well-authenticated fact,’ that such 
funds amounted to a million pounds annually.” And in considering 
the claims made for and in behalf of the West in England, the Tzmes 
alludes to what it calls a humorous but nonetheless veracious remark: 
“There is more money to be made honestly out West than can be got 
by stealing in the East or in the old country.’” ” Clearly, land agents 
were not above reproach,” but their methods were those which had 
worked successfully in other places and at other times. For good or 
ill, it is apparent that land agents with their machinations, their litera- 
ture, and generous expenditure of funds did much to promote the 
American West in England. 

In England, during the last half of the nineteenth century, the words 
“Mormonism” or “Zion” had become almost synonymous with the 
word “West.” And sharing ranks with the ubiquitous western land 
promoter was the missionary for Utah’s Church of Jesus Christ and 
Latter-day Saints.“ To the skeptical and self-satisfied Englishman the 
Mormon missionary was a person as much to be ignored as the land 
agent; but to the credulous, the missionary and the land promoter 
seemed to fit together as pieces of a puzzle illustrating the great land of 
promise— the American West. “This Mormon delusion,” according to 
remarks published in The (London) Guardian, 1870, “. . . has been 
signally successful in deluding the people of England of the low class 
with its promises of free land, free speech, and free wives.” * While land 


20 Charles Dudley Warner, The American Italy (London, 1891, 1892). This was an 
English edition of Our Italy, published in the United States. 

This is discussed fully in Oscar Osburn Winther, “The Use of Climate as a Means of 
Promoting Migration to Southern California,” The Mississippi Valley Historical Review, XXXII 
(1946), 412-414. “California’s ‘chief claim,’” wrote The (London) Agricultural Gazette, 
May 3, 1880, “‘is certainly its healthfulness. . . .” See Edward Vincent, “‘Life in California,” 
in the London Spectator, XLII (May 18, 1889), 677; Joseph Surr, “Winter in California,” 
in ibid., XLII (May 4, 1889), 607; Joseph Morton, “Winter in California,” in ibid., XLII 
(March 9, 1889), 332-333. 

21 London Times, January 20, 1870. 

22 [bid., January 9, 1883. 

23 For critical observations on western American agent activities in England, see Money, 
The Truth About America, pp. 42-43; on frauds attending promotional activities and migra- 
tion, see Mary D. Wainwright, “Agencies for the Promotion or Facilitation of Emigration 
from England to the United States, 1815-65,” unpublished Master of Arts dissertation, Uni- 
versity of London, 1951. 

24 William Mulder, “Image of Zion: Mormonism as an American Influence in Scandinavia,” 
Mississippi Valley Historical Review, XLII (1956), 19. 

25 The (London) Guardian, November 22, 1871. 
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agents outnumbered Mormon missionaries, it is doubtful these so-called 
“Christians of the West” ** were in any way overshadowed by their 
more mundane fellow American promoters. Even the conservative 
London Times took note of the Mormons and went so far as to print 
excerpts from Salt Lake City’s Deseret News." And far from being 
dependent upon the English press for their publicity the Mormons 
issued from Liverpool their own, The Latter-day Saints’ Millennial 
Star, in addition to a large assortment of religious tracts. 

While conversion to the Mormon faith was the chief objective sought, 
it is to be noted that Mormon propaganda spread by both the written 
and the spoken word stressed the availability of cheap lands in the 
Rocky Mountain West. Mormon missionaries also stressed high wages 
in Utah compared with low wages and long hours in England; also 
general (unspecified) advantages of Utah over those of Britain.” 
Mormon propaganda was directed at English agricultural “labourers,” 
artisans, and mechanics; but it has been revealed that English farmers, 
clerical workers, shopkeepers, and professional persons were also among 
those who succumbed to this unique and seductive form of promotion 
of the American West in England.” 

Much that the Englishman read and heard of the American West 
came from writings and comments of a motley assortment of English 
travelers who, especially after completion of the transcontinental rail- 
road in 1869, considered side trips in Colorado and stops at Salt Lake 
City and San Francisco requirements for even the “most fashionable” 
of “grand tours.” *° 

By no means can it be said that the English travelers consciously 
sought either to flatter Americans or to promote the American West. 
Most travelers had their English publishers, and therefore English out- 
lets for their literary efforts. In spite of a predominantly caustic and 
satirical tone and platitudinous character, English travel literature pro- 
duced writings that whetted rather than dulled the English middle-class 
appetite to see and judge for itself the last untamed American West.” 

26]. Roger Dutton, “Among the Mormons,” in The Gentlemen’s Magazine, n.s., VII 
(1871), 675. 

27 See, for example, London Times, December 8, 1866. It must, however, be kept in mind 
that Mormonism, in the post-Civil War period, had declined in England in comparison with 
the period 1840-60. See H. H. Bancroft, History of Utah (San Francisco, 1889), pp. 408-409. 


28 Philip A. M. Taylor, “Mormon Emigration From Great Britain to the United States, 
1840-70,” unpublished Doctoral dissertation, Sidney Sussex College, Cambridge University, 
1952. 

29 See charts in ibid., 212, 219. 

30 London Graphic, IV (April 26, 1873), 394. 

31 Robert J. St. Aubyn, ‘“Middle-Class Emigration,” in London Agricultural Gazette, 
January 28, 1878. A complete bibliography of British travelers in the West is unavailable. 
Such a bibliography, if it existed, would contain several hundred items. 
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It was, however, in the realm of finance, in the area of capital invest- 
ments that promotion of the West received its most spirited impetus. 
Throughout the period under review England was a creditor nation 
with pounds to invest. The American West offered a tempting field in 
which to risk venture capital. And realizing this, American stock and 
bond salesmen were not in the least indifferent to tapping British 
capital. It was with understatement that C. H. Thorpe, in How to 
Invest and How to Speculate, observed how stock promotion schemes 
were being presented by suave American “gentlemen of address,” and 
that nine tenths of these promotion schemes were associated with 
areas remote from American centers of population, meaning the 
West. A large share of these schemes concerned railroads which, as 
the London Times phrased it, would run from “Nowhere-in-Particular 
to Nowhere-at-All.” * 

If financial promotion of the West in England defies quantitative 
measurement, the volume of actual English investment in western 
American business enterprises does not. British law has long required 
registry at Bush House, London, of all companies doing business 
abroad; and without here attempting to give a definite figure, it would 
be correct to state that approximately fifteen hundred British companies 
were organized to carry on business in the trans-Mississippi West, 1865- 
1900. These companies represented a wide range of business activities 
but were associated chiefly with railroads, as mentioned, and with 
range cattle and sheep businesses, mining, real estate, fisheries, insur- 
ance, merchandising, lumbering, and the alluring citrus fruit growing 
in southern California. Each in turn invites special investigation. Thus 
in English business and financial circles, as well as among agrarian and 
labor elements, the “American West” became, if not a household word, 
at least a familiar term during the three or four decades following the 
Civil War.*® One indication that promotion of the American West in 
England brought results is the fact that the 55,160 English living in the 
trans-Mississippi West in 1860 increased to 144,762 by the end of the 
century.** 


Oscar O. Winter, Indiana University 


32C. H. Thorpe, How to Invest and How to Speculate (London: G. Richards, 1gor), 
p. 168; London Times, March 30, 1874. 

33 List of British Companies in Western North America, Bancroft Library, University of 
California, Berkeley, California. 

34 Population of the United States in 1860... the Eighth Census (Washington, D.C.: 
U.S. Government Printing Office, 1864), passim; Census Reports, Twelfth Census . . . Popu- 
lation . . . 1900 (Washington, D.C.: U.S. Census Office, 1901, 1902), I-II, passim. 





Three Generations of Business Enterprise 
in a Midwestern City: The McGees 
of Kansas City* 


OME historians of Kansas City claim, with an arresting simplicity, 

that the principal reason for that city’s growth and prosperity is to 
be found in the enterprise of its citizens. And, although enterprise is by 
no means a self-explanatory notion, it seems a compellingly obvious 
way to account for the circumstances of the city’s formative years. 
Much of that history can be written around a series of crises of decision, 
urgent moments when poor judgment, or the faulty execution of policy, 
might have plunged the city into obscurity or downright decadence. 
Yet such was the city’s good fortune, we are told, that at precisely these 
times brilliant leadership seems always to have been forthcoming, and 
enterprising men—usually businessmen—can be discerned standing 
in the storm center pointing the way to safety and success." 

Cast in these dramatic terms, this explanation tends to overemphasize 
the wholesome influence of challenge and conflict and to discount the 
improving effects of gradual development and slow adaptation in mold- 
ing the city’s history. By arguing from success, this explanation explains 
too much. Enterprise, in the sense of relishing hazards and braving 
great risks, distinguishes nearly all the town booms and town-boomers 
of the nineteenth century. So, too, does a taste for prophecy and an 
inclination to apparent decisiveness. If anything, the history of Ameri- 
can town-building shows how extravagantly the lasting economic 
effects of such seeming enterprise can be overestimated. 

The main reasons for Kansas City’s ultimate success—without dis- 


*I should like to acknowledge, with gratitude, the assistance of Mr. James Anderson, of 
the Native Sons of Kansas City, for making available to me a number of unpublished manu- 
scripts and for allowing me to use freely the archives and collections of that organization. 
I am also indebted to Mr. Richard Sealock, librarian, of the Kansas City Public Library, for 
much assistance and particularly for making photographic copies of newspaper items from 
the Library’s files. Most of all, I am obliged to Miss Mildred C. Cox, formerly of the local 
history section of the Kansas City Public Library, and now on leave to the History of 
Kansas City Project, for her indefatigable efforts in locating for me materials relating to 
the McGee family, and for her deep interest in the family that I found most encouraging. 

1 Theodore S. Case (ed.), History of Kansas City, Missouri (Syracuse: 1888), pp. 55, 
58. The whole of this work is saturated with this theme; the passages cited merely state 
the position in a brief and general form. For a more modern instance see Henry C. Haskell 
and Richard B. Fowler, City of the Future, a Narrative History of Kansas City, 1850-1950 
(Kansas City, Mo., Frank Glenn Publishing Co., 1950), p. 5. 
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counting the important but intermittent force of sheer contingency— 
seem to lie deeper. Enough of Kansas City’s businessmen had developed 
sufficient staying power, growing out of the prosaic continuity of their 
business activities, to weather a crisis in their affairs and in the fortunes 
of their city. It would be misleading even to suggest that they sensed the 
full extent of the dangers that threatened them, from time to time, by 
sudden bursts of insight: emergencies crept up on them but, as the 
record shows, they were usually prepared and willing to meet them. 
Indeed, they were probably motivated to fight against threats to their 
interests, and to engage for the interests of the city, because they had 
become, in time, deeply committed to Kansas City’s prospects for 
continuing growth and potential prosperity. And because they were 
experienced, rather than inspired, businessmen they developed and 
exercised a trained capacity to take nicely calculated, realistic risks; 
although, with all too human fallibility they sometimes tried to prod 
their luck ; sometimes, too, they waited to be ambushed by good fortune. 

Not all of Kansas City’s businessmen, of course, were of this high 
caliber; and not even all their best efforts fully account for the city’s 
success. Other groups of enterprising men, with other interests, worked 
with them. Finally, chance—blind luck, if you will—ingenuity, and 
resourcefulness that sometimes borders on genius, still remain and 
are influential. But they are more than matched, indeed they are 
vitally supported, by an underlying pattern of more ordinary business 
activity that provided a hospitable environment for their occasional 
intervention. 

A very considerable element in successful enterprise is represented by 
an ability to abide consequences that is as important, in the long run, as 
the capacity to make fateful decisions. And it is this combination of 
talents making for ripe enterprise that seems to characterize the history 
of the McGee family of Kansas City with uncommon persistence over 
time. 

The first McGee arrived in Missouri before there was a Kansas City 
and, after a fashion, he might be said to have presided over its founda- 
tion. His family were among the first investors in the fledgling town 
company. Today, more than a century later, there is still a McGee in 
Kansas City, representing the fourth generation and the third of his 
name, still a landowner and a prominent citizen. The McGees, each 
in his own time, have watched and participated in the gradual trans- 
formation of a scrubby riverside hamlet, little more than a fixed camp 
in the wilderness, to its present high standing as a regional city of the 
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first importance, a vital link in the chain that binds the national 
economy together. 

Each McGee who has risen to prominence in his own generation was 
not an exceptional—if that word suggests a spectacular—business 
leader; but rather was one of a group who might be thought to comprise 
an elite corps of the city’s businessmen of the middle range. It is the 
family, rather than the individual, that is exceptional in that its influence 
and prominence stretch in an unbroken span for more than a hundred 
years. Each generation, in the three being considered here, has prepared 
its successors to assume a prominent position in the city’s business 
affairs. And it is not by accident that I distinguish the family from 
its individual members; for the family, acting together under its own 
leaders, formed a unit of protective solidarity to foster this succession 
of business leadership from one generation to the next. It has managed 
and conserved the family property and controlled its transmission to 
provide a secure economic base for those who followed after them. By 
ramifying itself, by intermarrying with important local families, by 
consolidating permanent economic interests in Kansas City, it bound 
its various members to working for the city’s continued growth, and 
the extension of the city’s prosperity, to which the family fortunes were 
tied. 

The family’s beginnings were prosaic enough. James Hyatt McGee 
was the first of the line to settle in Missouri. He was born in Virginia 
on January 1, 1786, into a family of Scotch-Irish descent which, accord- 
ing to tradition, emigrated from Northern Ireland to America some- 
time between 1765 and 1780. Shortly after he was born his family made 
a second major trek, this time to the Kentucky frontier where McGee 
grew up and in turn married in 1812. By 1816, he had established 
himself and his family on his own farm near Shelbyville, Kentucky. 
For the next eleven years he seems to have enjoyed a quiet prosperity, 
to judge from his later actions in Missouri. In 1827, however, he and his 
family moved with his wife’s kinfolk to Missouri, and he established 
himself temporarily on a farm near Liberty. 

It is at this point that McGee’s character and ambitions come into 
sharper focus, and reveal him to be an exceptionally tenacious, hard- 
working, acquisitive, and imaginative combination of farmer and 
businessman. He was, however, a man slow in making important 
decisions, but quick and determined in following them through once 
they were made. He spent almost a whole year traveling through the 
western part of Missouri searching for a promising location on which 
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he might settle permanently. In 1828, he came upon Chouteau’s Land- 
ing, the site of the future Kansas City, and decided that this would be 
an ideal base for his future operations; and, accordingly, he resettled his 
family there.’ 

That decision, in retrospect, can be counted as an uncommonly enter- 
prising one; but a careful man, at the time, would have felt well 
justified in condemning it as an eccentric, almost reckless choice. 
To a less far-seeing eye than McGee’s Chouteau’s Landing would have 
seemed, with good reason, to be an extremely inauspicious place to 
found a family’s fortunes. It was then a small, rather unsightly fur- 
trading post set at the confluence of the Kaw and Missouri rivers. 
Dozens like it were scattered between the Missouri and the Rockies in 
the area covered by the great trading network of the Chouteau family 
of St. Louis.* The small huddle of settlers around the post were 
French—from Louisiana, from Canada, mixed with others of a more 
local origin—whose livelihoods were tied to the fur and Indian trades. 
All were cheerfully casual and economically, at least, relatively unex- 
pansive. At most and typically, they pursued a minor kind of subsistence 
farming as a supplement to their trading. Whatever commerce there 
was in the area was nearly all engrossed and controlled by Chouteau’s 
post and, in any case, the surrounding country was too thinly settled 
to offer much promise of supporting other lines that might be made 
remunerative.* But McGee seems to have been completely convinced 
that rich possibilities were open here to a determined man. From two 
French squatters, the Roy brothers, he bought two tracts of land to 
which, shortly after, he added a third purchased from another squatter. 
In addition, he acquired a grist mill just built by the Roys but that they 
had not yet put into operation. In 1829, too, he returned to Kentucky 
briefly to acquire two slaves—the first to be seen in western Missouri— 
to help him work his land.° 

It is difficult to say now on what grounds McGee justified these fairly 





2 Notes of Miss Nellie McGee Johnson on the McGee family, unpublished MS. in archives 
of the Native Sons of Kansas City. (Cited hereafter as NSA archives.) 

3 Henriette J. Westbrook, “The Chouteaus and Their Commercial Enterprises,” Chronicles 
of Oklahoma, XI (1933), 786-797. A map of the various posts in the whole of the Chouteau 
trading area faces p. 790. For the sake of convenience, I will hereafter refer to the original 
site of present-day Kansas City as ‘“‘Chouteau’s Landing,” although the two areas by no 
means overlap. 

4 For a description of the character of the French settlement, see William H. Miller, The 
History of Kansas City (Kansas City, 1881), pp. 10-11. 

5 Howard L. Conard, Encyclopedia of the History of Missouri (New York: Southern History 
Co., 1901), IV, 260. 
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extensive investments to himself. Perhaps he foresaw developing 
advantages in the transportation possibilities afforded by the river 
junction. Perhaps he was caught up in the prevailing excitement that 
predicted a rapid settlement of that part of Missouri. We do know that 
by the end of his life, he believed that Kansas City would grow to 
become a substantial metropolis, but even then this was a minority 
view treated with some skepticism even by the inhabitants of the still 
primitive townlet. His optimism for the place was soon vindicated, not 
by any local development, but by a seemingly unrelated decision made 
in the nation’s capital. 

The Federal Government undertook the extensive removal of the 
Indian tribes into Indian Territory, and McGee captured a government 
contract to grind flour for the Indians in his mill, and in one stroke 
achieved a solid economic base for his new venture. This ready resource- 
fulness to seize an opportunity that he could not have foreseen but 
that he could use to excellent advantage exemplifies the kind of alert 
enterprise that most insured his success. His own farm, which went 
promptly into operation, also provided raw material to support a 
distillery that he soon established as an adjunct to his mill. His flour 
and whisky found a ready sale.® 

So far, at least, McGee’s story is one frequently to be met with on 
any of a number of frontiers. What is perhaps as usual, but striking 
nonetheless, was the continued zeal he showed in extending his hold- 
ings from the very beginning. Even while he was establishing his new 
enterprises, McGee was busily acquiring more land. For the rest of his 
life he was to be a willing victim to a lasting land hunger. But it is a 
tribute to his sanguine expectations for the community on the Kaw 
that, in the first year of his residence, he acquired title to no less than 
400 acres; a pattern of regular purchase that was to continue undimin- 
ished for the next decade so that, when he died in 1840, he owned no 
less than 1,000 acres.’ 

For the first few years, McGee carried on these activities almost single- 
handed. His eldest son, Allen Burr Harrison McGee, was only twelve 
years old when the family came to Missouri, but it was not long before 
the boy was actively drawn into his father’s enterprises, first as a young 
helper, then as an equal colleague. McGee, in this way, set a pattern for 





6 Encyclopedia of the History of Missouri, 1V, 260-261. 

7 For McGee’s land purchases between 1828 and 1829 see The History of Jackson County, 
Missouri (Kansas City, 1881), pp. 380-381. McGee’s land holdings at the end of his life 
are recorded in James Hyatt McGee Estate, Inventory of Real Estate, June 16, 1840, filed in 
Probate Court Records, Drawer M-2, Probate Court, Jackson County, Independence, Missouri. 
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succession that was to continue unchanged, except in detail, thereafter 
in the history of the family. His son, Allen, soon acquired such an 
extensive and expert skill in the management of the family mill and 
distillery that, in time, these enterprises were turned over to him 
completely. His father reserved for himself only the delicate business 
of negotiating the seven-year government contracts for flour-milling. 
And, as time went on, Allen together with his father enlarged the scope 
of the family’s enterprises further by establishing a small sawmill on 
nearby O. K. Creek that provided the timber for a small construction 
business chiefly carried on in nearby Westport. In the end, this business, 
too, passed completely into Allen’s hands. Thus, and within a relatively 
short time after establishing himself at Chouteau’s Landing, McGee 
and his family prospered; supported, in the first instance, from the 
profits of government contracting, to which were added his revenues 
from side lines in distilling and construction work. From the records 
that survive, it seems possible to infer that the elder McGee may also 
have become a moneylender in a small way.* 

Chouteau’s Landing, too, was prospering rather modestly and, what 
was more, was beginning to show promise of really extensive mercantile 
development in the near future. Between 1837 and 1838 an important, 
if at the time very gradual, shift on the conduct of the Santa Fe and 
Indian trades was beginning to favor the little community. In the past, 
these traders had bypassed the settlement. Their headquarters were 
in Westport, and their up-river shipments were unloaded at Blue Mills, 
which provided good landing facilities but was eighteen miles distant 
from Westport. At about this time, however, Petite Roy cut a road 
from Westport to a high rock bluff in the French settlement that gave 
easy access to the river. This bluff formed part of Gabriel Prudhomme’s 
property. Landing their goods on Prudhomme’s bluff would cut 
fourteen miles off the journey these traders formerly had to make to 
Blue Mills. Gradually, therefore, they began to drift to the new landing 
to pick up their freights, and it seemed as if the new location might 
become a considerable transfer point in supplying the two trades.° 

At this point, Gabriel Prudhomme, the owner of the property, died; 
and some of the heirs petitioned the court in Jackson County to allot 
the inheritance. The legal technicalities that ensued need not detain 





8 For McGee’s various enterprises see Encyclopedia of the History of Missouri, 1V, 260-261. 
For McGee’s possible moneylending activities see List of Notes and Cash, which forms part of 
the inventory of his estate filed with the Jackson County Probate Court. 

9 Miller, The History of Kansas City, p. 28. 
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us other than to observe that James Hyatt McGee was instructed by 
the court to advertise the property for public auction and to cry the 
sale on the appointed day. The auction was held on July 7, 1838, and 
the circumstances of the whole transaction gave rise to a dispute that 
remains unsettled to this day. At the sale, two bidders, William Gillis 
and Michael Auther, asked McGee, as auctioneer, for time to consult 
on their future bidding after the sale had been well begun and all but 
the most earnest bidders seemed to have dropped out. McGee gave this 
permission, it was claimed, and Gillis and Auther retired to confer. 
In the meantime, McGee accepted a bid of $1,800 from Abraham Fonda 
and declared the property sold. When Gillis and Auther returned to bid 
further they were outraged by what had happened and complained that 
McGee had conspired with Fonda, to whom he had sold the property, 
and with others, to obtain the lands for a trifle. McGee indignantly 
denied these allegations, but this did not prevent a remonstrance against 
the sale being filed with the court. Whatever the merits of the dispute, 
the court was not satisfied with McGee’s conduct of the sale and 
ordered the sheriff of Jackson county to auction the property again 
on November 14, 1838, when it was sold, this time for $4,220. The 
purchaser was a newly formed town company brought together to 
establish a community to be called Kansas on the Prudhomme lands.” 

There can be no doubt that James H. McGee was vitally interested in 
the opportunities offered by this new venture. He bought Lot No. 3 
at the first sale of lands, his son-in-law bought two parcels, and his son, 
Fry P. McGee, was a member of the town company. It seems clear, too, 
that James H. McGee, and others in the community, had become 
excited by the possibility that their townsite might be the place where 
the Santa Fe and Indian trades might shortly center." The enthusiasm 
and bold action of the promoters, however, was not enough, by itself, 
to create the indispensable economic basis that would justify substantial 
investment in the new town. In the not too distant future, their 
hopefulness was to be more than amply justified, but, for the moment, 
the new town was stillborn. Its neighbor, Westport, derisively dubbed 
it as merely “Westport Landing.” For eight years the town company 
languished, enmeshed in legal difficulties that dragged on from year 
to year, one is forced to suppose, because there seemed little reason to 





10 The main legal records including copies of depositions, affidavits, and court proceedings 
have been compiled in a printed record of the Prudhomme title to the land in question, 
entitled Old Town (Now City) of Kansas (n. p., n. d.) filed in NSA Archives. 

11 Miller, The History of Kansas City, p. 29. W. B. Evans, who is listed as having bought 
two lots, was James H. McGee’s son-in-law. 
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clear them out of the way with more dispatch. But, in that same period, 
slowly and undramatically, the Santa Fe and the Indian trade drifted 
more and more to the new location. 

The events of 1839 just described were almost the very last of James 
H. McGee’s business career; in 1840, he was dead. His wife and ten 
children survived him. Seven children had attained their majority, but 
the others ranged in age from three to fifteen. The greatest and most 
valuable part of the estate consisted of 1,000 acres of land that might 
be worth a great deal if it was held, or sold slowly, but it would bring 
very little if offered in the market in one great block. In any case, the 
years that followed were a time of relative business decline, which 
meant a declining population, and the real estate market worsened in 
consequence. 

Thanks to the steadying influence of Eleanor McGee, the widow 
who survived her husband by forty-nine years, the family and its 
property were kept intact by discreetly forestalling the final settlement 
of the estate until it seemed opportune to do so. It speaks well of the 
great force of her character, and for the strength of family ties among 
the McGees, as well as for her not inconsiderable enterprise, that 
they waited a full decade to receive their inheritance. Mrs. McGee 
obtained the consent of the courts to her appointment as executrix of 
the estate jointly with her son, Fry P. McGee, and until 1850 both 
managed the family property. How skillfully they exercised their 
stewardship may be judged from the fact that despite the sale of small 
parcels throughout the period to support the family and to pay its 
debts, the estate was substantially intact when it was divided. The 
property that remained was officially valued at no less than $16,906.50, 
a sum that is all the more impressive when it is recalled that James H. 
McGee bought these lands at prices that usually ranged between $1.25 
and $1.50 an acre. 

The final division, when at last it was made, had only two peculiar 
features. Allen Burr Harrison McGee, the eldest son, received no share 
of the family property; and Elijah Milton McGee, whom his father 
is said to have threatened to disinherit as a result of a quarrel, received 
a share proportionate to that of the other heirs. For the rest, the property 
was equalized in its advantages and the widow and all the other 
surviving children were provided for.” 





12 The final settlement of the estate, together with the official valuation of each share, is 
given in a verdict of proceedings in chancery in the Jackson County Circuit Court; see Book 
P, 341 ff., in the Recorder’s Office, Jackson County Courthouse, Kansas City, Missouri. The 
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Allen B. H. McGee had been the first to profit from the family’s 


concern for the succession of its influence. He had received an ample 
share of the family property on his marriage in advance of his father’s 
death."* But whatever he received did not mitigate or overbalance a 
more subtle legacy to which he had been made heir. To judge from 
his subsequent career, he was most rewarded by the early opportunities 
that had been provided him for the development of his very consider- 
able business abilities. He profited by being a dutiful son, from the 
training he received in managing his father’s various enterprises. But 
just as Allen observed the proprieties and was duly filial, his younger 
brother, Elijah Milton—or Milt, as he came to be known—was the 
family rebel par excellence. He quarreled bitterly with his father, ran 
away from home when he was sixteen, and for most of his youth was 
a footloose adventurer. Both these men, however, were to represent the 
family in the second generation of the McGee family’s business leader- 
ship in Kansas City. 

The careers of both brothers overlap the development of Kansas 
City’s economic life in the nineteenth century. Allen, the elder, was 
a versatile trader and merchant rapidly changing lines as new streams 
of commerce flowed toward the young city. When he retired, the city’s 
trading position and its high place as a regional marketing center had 
been well established, its mercantile operations had been institutional- 
ized, and the spontaneity and improvising flair of an earlier generation 
of traders had vanished. By the middle of the nineteenth century, when 
Milt McGee took his place as an active businessman, the city was 
organizing itself for its first large-scale increase in population, and the 
younger brother became prominent as a real estate developer and town 
booster. 

Allen B. H. McGee struck out on his own in 1838 when he established 
his bride on a farm near Westport. Together with his farming he began 








various papers relating to the administration of the estate, annual accountings, the appointment 
of executors, and the like are in Probate Records of the James Hyatt McGee Estate in the 
Office of the Clerk of the Probate Court, Jackson County Courthouse, Independence, Missouri. 
A list of the relevant documents can be found in that office’s General Index, Book 2, p. 65. 
During the period in which the estate was being settled, one of the McGee children, Angelina, 
died. Her share of the estate was divided into thirds and Allen B. H. McGee received one of 
those nominal shares (one eightieth, or approximately twelve and one-half acres). In a strict 
sense, therefore, he shared in the estate inadvertently, as it were. 

13 In a petition of the heirs of the McGee Estate requesting the executors divide the property, 
Allen B. H. McGee together with his sister Amelia are excluded as heirs because they received 
equivalent shares during their father’s lifetime. This petition is dated March 8, 1845, and can 
be found in the probate records of the James H. McGee Estate in the Jackson County 
Courthouse, Independence, Missouri. 
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to dabble in the Indian trade and for the next few years made some- 
thing of a reputation for himself as a trader. At least he was thought 
sufficiently important to be taken hostage by a group of Osage Indians 
to guarantee the fulfillment of some of their demands against the 
government. Until 1846, he seems to have carried on his business on a 
fairly modest scale, and his transactions during this time bear all the 
earmarks of a serious young merchant of limited resources working 
to increase his capital by repeated profitable turnovers in limited 
ventures. In 1846, however, there seems to have been a turning point 
in his fortunes. In that year he obtained a contract to build the Sac 
and Fox Indian agency, in itself a considerable undertaking, which 
suggests that he was already a man of some means. He continued trad- 
ing with these Indians, on what appears to have been a much larger 
scale than formerly, until 1850. 

During these latter years, he was already branching out, trying his 
hand in the several kinds of commerce then flourishing in and around 
Kansas City. In 1847, he built a substantial tavern in Westport and 
quickly sold it for a speculative profit in the same year. In 1848 he 
promptly entered the outfitting business on a limited scale to capitalize 
on the rapidly increasing numbers of emigrants to California and on 
the Southwest trade. During this time, too, he seems to have had a 
store in Westport. We can observe in these moves the cautious initiative 
of an enterprising merchant. Firmly anchored in lines of proved profit 
and in which, by then, he had solid experience and competence, he 
ventured into more risky, but promising, side lines in preliminary essays 
at discovering the character of emerging branches of commerce in the 
area. This was wary risk-taking and proved extremely successful in 
the end. 

In 1850, he decided that the time had come to specialize. He sold out 
all his other enterprises and sank all his capital into a much expanded 
outfitting business. This line was then at the height of its prosperity. 
The Mexican War had given fresh impetus to the trade with Mexico, 
the current of westward migration was strong, and there was still a 
considerable business to be done in the western mountain trade. His 
firm became one of the largest in the field, its prosperity fostered by 
important business connections in St. Louis that Allen B. H. McGee 
had carefully developed. It was a point of pride with him that his was 
the firm chosen to outfit two of John C. Frémont’s expeditions. And as 
his position as one of the city’s leading businessmen became better 
established, so too did his influence in the community. He began to be 
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known as Colonel McGee, a significant honorific in the Kansas City 
of his day, and he was sufficiently esteemed and trusted by both sides 
to be able to effect a reconciliation between Thomas H. Benton and 
John C. Frémont within the walls of his business house. Much bitterness 
had been provoked between the two when the famous explorer had 
eloped with the Senator’s young daughter.** 

With the full growth of his outfitting business, Allen B. H. McGee’s 
business career was brought to an early close. His firm continued active 
until the early 1860's, but when the Civil War sealed off Kansas City 
from its supporting flows of trade and migration, McGee retired to 
care for his “Investments” and never again resumed an active business 
career although he lived to bring in the twentieth century—he died in 
1903 at the age of 88."° 

Milt McGee is in almost all ways a complete contrast to his brother, 
Allen. While the latter might be said faithfully to represent the proto- 
type of the Kansas City businessman of the first half of the nineteenth 
century, the former characterizes the spirit and the interests of the 
new men who emerged in the second half of that century to dominate 
Kansas City’s business affairs. Where Allen saw Kansas City as a 
frontier community struggling to establish itself, its economy rooted 
in Indian trade, fur, and the proceeds of servicing travelers and a 
distant trade, Milt came into his own in dealing with the rapid post- 
bellum urbanization of Kansas City, when a well-established city was 
bracing itself to expand rapidly in numbers and in wealth. Where Allen 
was steady, methodical, prudent, and rather unassuming, Milt was 
flamboyant, reckless, intensely colorful, and fiercely independent. And 
if not all Milt’s contemporaries in the Kansas City business community 
of his day shared his dash and fire, at least they recognized in him a 
fitting symbol of their aspirations and chose him for a leader and 
spokesman. 

The family’s bent for enterprise was carried to a great extreme in his 
case. In a brief autobiographical sketch, which he wrote in his later 
years, he crisply sums up his temperament, speaking of himself in the 
third person. At sixteen, he says, “he gained some maturity and being 
of an ambitious disposition made up his mind that he would be his 
own man and General Jackson-like shouldered the responsibility and 





14 For a synoptic view of Allen B. H. McGee’s business career, see The United States Bio- 
graphical Dictionary and Portrait Gallery of Self-Made Men, Missouri Volume (New York, 
Chicago, St. Louis, Kansas City, 1878), pp. 317-318; and Conard, Encyclopedia of the History 
of Missouri, 1V, 260-261. 

15 See his extensive obituaries in Kansas City Star, October 6, 7, 1903. 
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soon kicked up a fus [sic] with his father whoo [sic] was of the same 
temperature, blacked the old gentleman’s eye and left.” *° 

He left home for Florida to fight in the Seminole wars and afterwards 
made his way to Texas where he lingered long enough to find a bride, 
and then returned home to take his place farming the family lands. 
But he was too untamed for farming and the Indian trade after such 
high adventures and he set out for California, then the newest frontier, 
and left his wife to stay with his brother Mobillon, while he went off 
on a quest to make his fortune. And he did. He returned home 
triumphantly, according to legend, with his saddlebags fully laden 
with gold. With this money he bought 160 acres of fine farm land and 
proceeded to build the biggest, most opulent mansion in town. For a 
time thereafter he engaged again in the Indian trade in which he was 
very successful, and turned his hand at the hotel business, too.” 

It was not until 1857 that he found his true vocation as a real estate 
developer. In the late summer of that year, he subdivided 240 acres 
into lots and created what was called McGee’s Addition. He made it a 
firm rule never to sell a lot unless the buyer undertook to build on it 
promptly. The whole project seems to have been very well conceived, 
with a main street so broad that it excited the wonder of the townsfolk 
at such seeming extravagance. In the center of the Addition a special 
area was reserved as a park which, it was hoped, would in time provide 
pleasant sylvan walks for the inhabitants. The whole enterprise was 
nonetheless extremely bold, for McGee had undertaken to lay out land 
in what was thought to be too far southerly a location from the main 
lines of expansion in the city. Events soon proved him wholly justified 
in this rather novel departure from prevailing practice. 

In the spring of 1857, the whole tract stood bare except for three small 
buildings reserved for McGee’s residence. Within a year’s time, however, 
the population of the Addition numbered 700, and thirty-eight brick 
and seventy-nine frame buildings had been erected. It is another mark 
of McGee’s keen enterprise that he had timed his entry into this field 
to coincide with a great, and very sudden, expansion in Kansas City’s 
population. On January 1, 1857, the population of the city had been 
estimated at 2,000; six months later, on June Ist, it was reported to be 
3,244, and by December of that year it had risen to 5,185. And this flow 
of newcomers continued almost undiminished until the outbreak of the 





16 Autobiographical Sketch of Col. E. M. McGee to 1843, filed in NSA Archives. 
17 Kansas City Star, November 20, 1904. 
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Civil War, when the city’s population declined to almost half the size 
it had reached up to that time, and business was almost brought to a 
standstill in the burgeoning city.”* 

Of course, the outbreak of war brought McGee’s expansive real 
estate promotions to an end, but the conflict is significant in his career 
as a businessman for yet another reason. During the time of Kansas 
troubles, and in the period leading up to the outbreak of hostilities, Milt 
McGee had been widely known as a violently partisan pro-Southerner. 
He had collected funds in the South to make Kansas a slave state. His 
home had been a famous headquarters for Southerners who had come 
to Kansas to fight for that purpose. Yet when the Civil War broke 
out, and after the Union victory, he seems to have quite readily come 
to terms with his formerly ardent convictions; and soon settled down to 
promoting Kansas City’s expansion and the further development of his 
private real estate interests.’® This rather businesslike reconciliation 
with changed circumstances prevented the disruption of his business 
career and preserved his enterprising talents for the city. 

The years following the Civil War brought Milt McGee’s business 
career to full flower as Kansas City increased in size, in population, and 
in wealth. In December, 1865, he laid out the McGee Place Addition 
and three years later platted another subdivision. But these real estate 
promotions represent only a fraction of his activity. His promotion 
activities had, with time, become more complex, more involved with 
the growing city’s welfare. Even before the war was over, he figured 
prominently in campaigns to attract and improve railroad facilities for 
Kansas City. More locally, and more in line with his own immediate 
interests, he established a hook and ladder company; he helped found 
a horsecar trolley between Westport and Kansas City. He became, in 
brief, a public figure as well as a rather well-known businessman. 
Inevitably, he was drawn deeper into politics. Already in 1859, he had 
been a councilman in Kansas City but, by 1870, he had become sufh- 
ciently prominent to be elected Mayor.” 





18 An extensive description of McGee’s Addition can be found in the contemporary account 
by C. C. Spalding, Annals of Kansas City (Kansas City, 1858), pp. 38-42. The population 
estimates are given by the same author and are to be found on page 24. 

19 On McGee’s Southern sympathies see Elmer LeRoy Craik, “Southern Interest in Territorial 
Kansas, 1854-1858,” Kansas Historical Society Collections, XV (1919-1922), 402, 404; and 
John H. Rice, “Capt. Charles A. Hamelton,” zbid., VII (1901-1902), 466-467, which describes 
McGee’s activities in Georgia where he was engaged in enlisting sympathy for the Southern 
cause in Kansas. On his change of attitude see Sam N. Weed, “The Pioneers of Kansas,” ibid., 
III (1881-1884), 430. 

20 On McGee’s post-bellum business career see The History of Jackson County, Missouri, pp. 


414, 416, 475, 476, 480, 491-492, 493, 496. 
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He did not long survive the height of his success and in 1873 he died 
suddenly, remaining to the end a powerful if a slightly fantastic figure 
in the community. His home, a showplace he built in 1868, had an 
entrance gate made from the lower jawbones of a whale, and on the 
extensive grounds that surrounded the house there was a private zoo 
boasting a brown bear, a dozen deer, and two bald eagles, together with 
sundry other wildlife, all kept secure within a five-acre enclosure.” 

By contrast with his predecessors, Allen B. H. McGee II, who rep- 
resents the third generation of business leadership in the family, seems 
a mild figure indeed. His father who retired just before the Civil War 
from his profitable outfitting business had, like the other successful 
McGees, invested his fortune in real estate. In accord with family tra- 
dition, he too had not kept his fortune too long away from his successor. 
During his lifetime, he transferred all his real estate holdings to his 
heirs by deed.” 

His son, the child of his third marriage, followed the ‘continuing 
progress of Kansas City’s economy into the age of industry. For many 
years he was president of the Kansas City Fibre Box Company, pre- 
cisely the kind of industry one would expect to feel at home and to 
grow in a great trading center. His career was as successful as it was 
uneventful; and with the traditional luck, or enterprise, of the McGees, 
he sold out his company in 1928, just before the crash, and retired a 
millionaire to a life of leisure, exactly one century after the first McGee 
had arrived on the scene.” 

In this paper, I have tried to view the concept of enterprise through 
the business careers of three successive generations of businessmen in a 
single family, and to keep these careers roughly in perspective with the 
changing circumstances of a growing city. It seems to me that the story 
of the McGees illustrates something of the dialectic between continuity 
and creativity that is at work in shaping an enterprising business 
career. Since this has been my main goal, I have been obliged to confine 
myself to only a part of the whole story that might be told. 

The vitality of the McGees was not confined to Kansas City. They 
defined opportunity more broadly and some of the family energies 
spilled over into other communities. The family had its “failures,” too; 
enterprise and a taste and talent for business were not automatically 





21 Kansas City Star, November 20, 1904. 

22 This is stated in a news item that reproduces his will to explain why it is that, at his 
death, his estate amounted to only $4,000. Kansas City Journal, October 14, 1903. 

23.On Allen B. H. McGee II see Kansas City Star, May 14, 1934. 
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transmitted hereditarily. What is perhaps most striking about the Mc- 
Gees is their sustained vitality and their long-continued leadership. 
More commonly, I suppose, the tenure of influence is shorter than it was 
with them; although I believe that there are considerable numbers of 
families in Kansas City, and in other similar cities, who shared this 
characteristic tenacity with the McGees. In part, but by no means pri- 
marily, they may have lasted so long because a cumulative economic and 
social advantage passed from one generation to the next. 

My chief reason for inquiring into a single case even this closely is to 
urge, by indirection, that there is a pressing need to develop similar 
systematic and comparative data on business leaders in many cities, over 
fairly long periods of time, so that we may see what actions and de- 
cisions actually lie behind that bland word “enterprise.” And it is only 
when we know the meaning of enterprise more exactly, and observe 
how its methods and fashions change with time, that we will be able 
to interpret much of American economic development. 





R. RicHarp Wout, University of Chicago 





Northern Pine Lumbermen: A Study in 
Origins and Migrations 


HE work of converting the undeveloped forest resources of the 

Lake States into usable forms absorbed the energies of thousands of 
individual entrepreneurs. Their combined activity was scarcely able to 
meet the insatiable demand from the growing number of settlements 
that dotted the Midwestern prairies and from villages throughout the 
nation that were growing into towns or mushrooming into major cities. 
A universal building material was indispensable during a time of rapid 
economic expansion. Moreover, in the prevailing Age of Wood, white 
pine lumber, of the finest quality and incredibly low in price, was 
fortuitously available in abundance. 

The present inquiry concerns the nature of the men whose enterprise 
was a vital factor in creating our civilization: their origins, training, 
and experience, their character and outlook, their migrations, and the 
pattern of their rise as business leaders. 

The first significant fact concerning the leading northern pine lum- 
bermen is that there were so many of them of approximately equal 
rank. Instead of a handful of men dominating an industry, one finds a 
profusion of partnerships and coalitions of partnerships amid a general 
environment of intense competition. A few perhaps gained more 
prominence than their fellows by reason of political activity, as did 
Isaac Stephenson, Philetus Sawyer, and General Alger; or acquired 
more timberlands than most and turned art collector, as did T. B. 
Walker.’ Although nearly all leading lumbermen were identified with a 


1 The information and generalizations presented, including the statistical tables, where not 
specifically noted, have been compiled from the following sources: George W. Hotchkiss, 
History of the Lumber and Forest Industry of the Northwest (Chicago, 1898); American 
Lumbermen (Chicago, 1905-1906), 3 vols.; Robert F. Fries, Empire in Pine: the Story of 
Lumbering in Wisconsin, 1830-1900 (Madison: Wisconsin State Historical Society, 1951); 
Agnes Larson, History of the White Pine Industry in Minnesota (Minneapolis: University of 
Minnesota Press, 1949); W. H. C. Folsom, “History of Lumbering in the St. Croix Valley 
with Biographical Sketches,” and Daniel Stanchfield, “History of Pioneer Lumbering on the 
Upper Mississippi and its Tributaries with Biographic Sketches,” Minnesota Historical Society, 
Collections, 9: 291-362 (1898-1900); J. W. Leonard and A. N. Marquis (eds.), Who’s Who 
in America, a Biographical Dictionary of the United States (Chicago: A. N. Marquis & Co., 
1899-1912), 7 vols.; Allen Johnson and Dumas Malone (eds.), Dictionary of American 
Biography (New York: Chas. Scribner’s Sons, 1928-1944); George W. Wickstrom and Charles 
P. Ainsworth, Always Lumber, the Story of Dimock, Gould ¢» Co. 1852-1952 (Rock Island: 
Augustana Book Concern, 1952); Edward Hines Lumber Company, Fifty Years Edward Hines 
Lumber (Chicago, 1942); The Winona Daily News, Centennial Edition, November 19, 1955; 
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multitude of partners, Frederick Weyerhaeuser, by reason of high in- 
tegrity, outstanding qualities of leadership, and a perspective that 
transcended mere benefits to himself, exercised a loose hegemony over 
an unusually large galaxy of associates. One tends to think of lumber- 
men in terms of partnerships and family groups rather than as indi- 
viduals. The Lairds and Nortons of Winona, the Rusts of Saginaw 
and Eau Claire, the Mussers of Muscatine, the Lambs of Clinton, and 
the Wintons of Minneapolis were among the conspicuous family teams. 

For purposes of this survey, 131 men were selected (not without con- 
siderable hesitation) from among the thousands identified with the 
Lake States’ lumber industry, as the leading lumbermen of their time. 
The composite lumberman-entrepreneur clearly emerges from the 
tabulated biographical data. Nearly all were born between 1810 and 
1850. Over 80 per cent originated in a handful of northeastern states and 
the adjoining areas in Canada (see Table 1). 

Their nationality also fell within a narrow range, no fewer than 106 
being of English-speaking stock, including 9 immigrants from Canada 
and overseas. Ten were of Pennsylvania, New Jersey, and New York 
Dutch or of mixed Yankee-Dutch extraction.” 


TABLE I 
BIRTHPLACE OF THE LUMBERING ELITE 


New England Other Regions 
Maine Ohio 
Vermont Michigan 
Massachusetts Indiana 
New Hampshire Illinois 
Connecticut Other States 

Total Total 


Middle Atlantic Emigrés 
New York Canada 
Pennsylvania Germany 
New Jersey Sweden 
Total Other Countries 
Total I 
Grand Total 131 





numerous obituaries from the St. Paul Pioneer Press, Burlington Gazette, Rock Island Argus, 
Chippewa Herald Telegram, and other newspapers; biographies and privately printed Memorial 
Booklets. Extensive use was made of two lumber journals, the Mississippi Valley Lumberman, 
and American Lumberman; and liberal use was also made of material collected in Winona, 
St. Paul, Tacoma, and other locations for the history of the Weyerhaeuser Associated enterprises. 

2 Of the other lumbermen three were of a Scandinavian parental line, three French, one 
Belgian, and one Swiss-German-American. 
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The parents of over half the leading lumbermen (74) were farmers. 
Some farmers doubled as storekeeper, harness-maker, blacksmith, 
butcher, clergyman, etc. Although 18 combined farming with lumber- 
ing, only 16 were employed full time in lumbering. A significant num- 
ber (10) were merchants—usually general storekeepers. Almost as 
many parents (g) were laborers, and a like number were professional 
men, artisans, or seafarers. Several prominent lumbermen, including 
C. A. Smith of Minneapolis, were orphans; and in a few instances the 
father died during the son’s infancy. | 

The formal education of 78 per cent of the future leaders was limited 
to the common schools. Thirty-two, in fact, attended only a few winter 
terms, imbibing a rudimentary learning from the wife of the village 
storekeeper or similarly qualified person; however, g improved them- 
selves by self-directed study in law books, surveyors’ manuals, and the 
like. In addition to their formal education, 10 served apprenticeships in 
carpentry and other trades. Only a fifth of the leading lumbermen 
enjoyed the advantages of higher education, and few of these stayed to 
complete their course of study.° 

The varied experience gained during their formative years in farming, 
lumbering, mercantile pursuits, military service, teaching, law, survey- 
ing, carpentry, and numerous other occupations (T. B. Walker sup- 
ported himself and his widowed mother as a traveling salesman of 
grindstones) undoubtedly contributed to their future business success. 
Two events, the Gold Rush and the Civil War, entered the lives of a 
significant number. While only one was a successful goldseeker, those 
who served in the War generally emerged with a captain’s rank or 
higher and soon afterwards embarked on their first lumbering venture. 
The nature of their early occupational experience is detailed in Table 2. 
Owner-operated farms and general stores offered valuable business 
training. The country storekeeper bought and sold every variety of prod- 
uce and merchandise, engaged in barter, and transacted business on 
credit. Farming, a diversified enterprise requiring more entrepreneurial 
skill than is commonly imagined, was frequently combined with side 
lines, most often a water-powered saw-and-grist mill that was operated 
intermittently during the year. 

Seventeen prominent lumbermen received financial assistance from 
family members, while in four instances marriage was a probable factor 


3 Twenty-seven lumbermen attended an academy, high school, normal school, seminary, 
commercial or business college, college, or university. 
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TABLE 2 


OCCUPATIONAL EXPERIENCE DURING YOUTH 


Lumbering 

Mercantile 

Military service 

Office work 

Surveyor (5), teacher (5), other professions (3) 

Machinist, tanner, tinner, engineer, founder, etc. ...........ccsccccssesessesseseeseeseseeseeseseeees 
Carpentry, railroad construction, shipbuilding 

Seafaring, lakefaring, and miscellaneous 


® Since some individuals had work experience in more than one field, the total is greater 
than 131. 


in their subsequent rise. Most married women as poor as themselves, 
but thrifty and capable of hard work. 

Twenty of the future leaders launched their first business enterprise 
before the age of twenty-one, and 79 were in business on their own by 
the age of twenty-six. Only a few had no entrepreneurial experience 
before reaching their thirtieth birthday. 

In 61 instances a modest capital was accumulated in activities other 
than lumbering. Seventeen invested the earnings from mercantile 
pursuits; 8 sold their farms to finance lumbering ventures; and a like 
number had engaged in pork packing, flour milling, plow manufactur- 
ing, and woolen milling. The remainder saved money earned in the 
practice of skilled trades, or from professional services, construction 
work, salaried office positions, and miscellaneous endeavors. 

The first contact with lumbering for 70 individuals consisted of work 
in the woods or sawmills; 22 began as distributors; 16 entered the in- 
dustry in managerial capacities, either having invested substantial 
capital in a venture, or having assumed a position of responsibility with 
a parental firm. Six began as bookkeepers and 4 as timberland dealers. 
The balance were first engaged in rafting, sawmill engineering, operat- 
ing a shingle mill, or in various other capacities. 

Partnerships were the rule in all phases of lumbering. For 97 men, 
their first independent venture in lumbering was in association with a 
partner. One fourth (22) of this number undertook to log on contract or 
to harvest their own timber with a partner and sell the logs or have 
them custom-sawed. A like number began by operating sawmills. Con- 
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tract logging, then as now, was excellent training in entrepreneurship 
and a direct avenue to larger ventures. Several yoke of oxen, a few 
implements, a contract from an owner or sufficient scrip to acquire a 
few “forties” of timber, and supplies charged on account were all that 
was necessary to undertake a winter’s logging. The encouragement 
given throughout the industry to independent small-scale contractors 
was an important stimulus to private initiative. Opportunities to launch 
an independent career in manufacturing were also plentiful. The saw- 
mills were primitive affairs—a travesty of later sawmill plants. Aspiring 
lumbermen, with or without previous experience, might lease or buy 
one of the many small mills, or build their own. Thus Philetus Sawyer 
at the age of twenty-one leased a water-powered muley saw, and E. W. 
Backus at twenty-two, with a partner, leased and operated a small 
circular sawmill.* Whether in logging or sawmilling, the entrepreneurs 
were generally also laborers. Knapp, Stout and Company, of Menom- 
onie, Wisconsin, famed by 1878 as the nation’s largest lumbering es- 
tablishment, was founded 30 years earlier by John H. Knapp, who, at 
the age of twenty-one, came into an inheritance of $1,000 and promptly 
formed a partnership with a woodsman of no means. The partners 
then purchased a half interest in a small mill, which they operated.® 
Many partnerships started with far less. 

Subsequent development was largely autonomous. Lumbermen cre- 
ated their own capital by the work of their hands and by reinvesting 
profits. They devised improved techniques, and accustomed them- 
selves to an ever larger scale of operations. They were quick to adopt 
technical innovations of proved value—a characteristic that was aided 
by frequent fires that destroyed sawmill plants, and the repeated mi- 
gration to new areas. Invariably the new operation was larger and more 
efficient than the old. There was no externally induced acceleration of 
economic growth aside from the tremendous demand for lumber that 
accompanied the settlement and development of the nation, and the 
constantly rising level of living. 

The nature of the beginning entrepreneurships in lumbering were 
varied. The largest group (29) began by operating a small sawmill that 
they leased, purchased, or built. Almost the same number (27) began 
as logging contractors, or logged their own timber tract. Twenty-seven 


4 Richard N. Current, Pine Logs and Politics, a Life of Philetus Sawyer, 1816-1900 (Madison: 
Wisconsin State Historical Society, 1950), p. 13; Mississippi Valley Lumberman, XXXII 
(February 15, 1901), 15. 

5 Fries, Empire in Pine, pp. 125-127. 
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entered an independent lumbering career as distributors, either whole- 
sale or retail. Eighteen formed a partnership for general lumbering and 
16 acquired a partnership interest in an established firm. The remainder 
hewed timbers, operated a horse-powered shingle or lath mill, manu- 
factured millwork, or were log and timber brokers. A few leading 
lumbermen, among them George S. Long, served in a managerial ca- 
pacity only. 

Although lifelong partnerships were frequent, the pattern was highly 
complex. Ninety-four lumbermen joined in other partnerships after the 
initial association. The attrition of partnerships was characteristic. 
For example, H. C. Akeley of Vermont began sawmilling with a 
partner in Grand Haven, Michigan, and shortly with three partners 
organized a huge lumbering enterprise. Later he logged in northern 
Minnesota with two partners from Michigan and one from the Middle 
Mississippi, and then in association with four partners built and 
operated the largest sawmilling plant in Minneapolis.° A significant 
number entered into partnership with members of their families. Thirty 
partnerships alone were formed with brothers or brothers-in-law. 

The acquisition of stumpage was a factor in 58 initial lumbering 
ventures. As often as not the holdings were extremely small, being 
tracts of 160 acres or less entered at the public land offices. Purchasing 
pinelands to the limit of their financial ability, and well in.advance of 
immediate needs, was a consistent policy. The lure of virgin timber 
was as strong for the lumberman as the prospect of minerals, free 
land, and similar opportunities of the wild, empty spaces that chal- 
lenged other pioneers. The tendency to acquire stumpage over a diverse 
geographical area is illustrated in the career of James E. Lindsay. After 
operating a small water-power mill in New York with various partners, 
Lindsay acquired pinelands with scrip along the Black River in Wis- 
consin, and in association with his brother-in-law, began logging and 
rafting the logs downriver to Davenport. There they were sawed in a 
tiny sawmill that the partners leased. They soon built their own mill, 
which over the years was enlarged and improved; but their claim as 
leading lumbermen rests largely on their purchase of some 300,000 
acres of timberlands in Arkansas, Louisiana, Mississippi, northern 
Minnesota, and Washington, in association with a host of partners.’ 

The transitory nature of the lumber industry in any given area 


6 Mississippi Valley Lumberman, XXXIV (January 30, 1903), 37. 
7 Memorial Booklet, James Edwin Lindsay (privately printed), copy in office of Lindsay & 
Phelps, Davenport, Iowa. 
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impelled frequent migrations. As the local timber supply diminished, 
lumbermen followed the receding timberline in quest of pine, or 
transplanted their operations into newer and more remote lumbering 
regions. Only 3 of the 131 individuals made no major migration involv- 
ing both a change of residence and a shift in operating arena (see Table 


3). 





TABLE 3 
ORIGIN AND DESTINATION OF FIRST MIGRATION 


Middle Other 
Michigan Mississippi® Wisconsin Minnesota Areas 
Connecticut — 
Illinois — 
Maine I 
Massachusetts 3 
Michigan —_ 
New Hampshire 
New York 
Ohio 
Pennsylvania 
Vermont 
Wisconsin 
Other States 
Canada > 
Did not migrate 


Total 51 28 27 9 131 


® Embraces lumber manufacturing and distributing centers along the Mississippi River between 
St. Louis and Winona. 

b Immigration from Europe and Great Britain was not considered a “first migration” for pur- 
poses of this study. 


It is noteworthy that Michigan was the first destination of 51 leading 
lumbermen, including 24 from New York, and that the Middle Missis- 
sippi attracted 28, of whom 10 were from Pennsylvania. The pineries 
of Wisconsin and Minnesota drew a significant number of men from 
Maine. Oddly, the pioneer lumbermen of Minnesota were almost ex- 
clusively from Maine. They brought with them capital, techniques, and 
even the colorful vocabulary of the woodsmen.® The transition to large- 


8 Richard G. Wood, A History of Lumbering in Maine, 1820-1861, The Maine Bulletin, 
XXXVII (January 1935), University of Maine Studies, Second Series, No. 33, Ch. 12, “The 
Emigration of Maine Lumbermen”; Stanchfield, “History of Pioneer Lumbering on the Upper 
Mississippi”; Isaac Atwater, History of the City of Minneapolis (New York: Munsell & Co., 
1893), p. 527; W. H. C. Folsom, Fifty Years in the Northwest (St. Paul: Pioneer Press Co., 
1888), passim. 
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scale operations and the acceleration of lumbering in Minnesota de- 
pended, however, upon latecomers from Michigan. After 1890 “Michi- 
gan’s market, Michigan’s capital, and Michigan’s lumbermen were 
being released to Minnesota.” ° During the 1890's a half dozen Michigan 
firms were transplanted complete with machinery, millwrights, work- 
men, capital, techniques, and reputations to the Duluth area.’ Many 
similar instances might be cited to illustrate the transference in toto 
of Lake States’ institutions amid the longleaf pine of Louisiana, or the 
ponderosa and white pine forests of Idaho, regions formerly considered 
remote as the moon. 

Nearly all leading lumbermen migrated a second or third time, 
acquiring timberlands and shifting their center of operations elsewhere. 
Although the actual change of residence might be made by the younger 
generation, the older associates continued to give active direction to the 
enterprises founded in new regions. It is in this sense that 26 Michigan 
lumbermen and 18 from the Middle Mississippi migrated to Wisconsin 
and Minnesota, 37 gravitated to the Pacific Northwest, and 25 trans- 
ferred their interest to Southern woods. At least g extended their op- 
erations into Canada. 

Migrating to undeveloped forested regions and enduring the risks 
and hardships of the frontier were the necessary conditions of success. 
Placed in a situation where only natural resources were: abundant, 
lumbermen were infinitely resourceful in overcoming shortages of labor 
and capital. A logger might be required to demonstrate his ability 
in anything from planting potatoes to amputating a leg; from navigat- 
ing boats to blacksmithing. Not a few prominent lumbermen, like 
Orrin H. Ingram and Chancy Lamb, were gifted with a large measure 
of mechanical ability, while others, like Isaac Staples, possessed great 
physical stamina that equipped them for work in the woods.” 

The typical lumbering enterprise was not only resource-oriented, 
including the waterways that transported logs and lumber and fur- 
nished power, but involved a high degree of vertical integration from. 





9 Larson, History of the White Pine Industry in Minnesota, p. 229. 

10 From various manuscripts in the St. Louis County Historical Society, Duluth, prepared 
under the direction of the W. P. A. Writers’ Project. See also Northwestern Lumberman 
(January 7, 1893), p. 9, and Mississippi Valley Lumberman, XXVIII (Oct. 1, 1897), 20, for 
statements regarding the source of capital for the purchase of northern Minnesota pinelands. 
By 1899 it was estimated that $20,000,000 of capital accumulated in the Saginaw Valley had 
been invested in timber and lumbering properties elsewhere. American Lumberman (June 17, 
1899), Pp. 40. 

11 Mississippi Valley Lumberman, XXXI (March 16, 1900), I; American Lumbermen, 1 
(1905), 319; II (1906) 21-24. 
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ownership of raw material to distribution of the finished product, and 
embraced also community functions. The model city of Alma, Michi- 
gan, for instance, complete with a brick business block, creamery, 
stores, flour mill, a college, a hotel, an opera house, and adjoining im- 
proved farms, was wholly the creation of A. W. Wright, in association 
with C. H. Davis and other partners.’” Banking, flour milling, railroad- 
ing, providing electric power, pulp and paper manufacturing, city real 
estate, fire insurance, and mining were considered more or less natural 
adjuncts to lumbering. Communities and entire regions are indebted to 
lumbermen for these entrepreneurial activities. 

The majority of lumbermen had no pronounced religious or political 
convictions. Out of 49 individuals whose religious and political affilia- 
tions were ascertained, 34 were of Methodist, Presbyterian, Congrega- 
tionalist, or Episcopalian inclination in the order named, and 13 adhered 
to other Protestant persuasions. Only 2 were of the Catholic faith. Most 
were apparently indifferent to religious doctrine; but only one was an 
avowed agnostic, and one, Benjamin Franklin McMillan, was opposed 
to organized religion. He allowed neither a church nor saloon in 
McMillan, Wisconsin, the lumbering town over which he ruled in 
patriarchal fashion.”* As to politics, 45 were Republican, 4 Democrat, 
and 2 Prohibitionist. The majority evidently were content to “say noth- 
ing and saw wood,” although F. C. A. Denkmann, when asked regard- 
ing his political allegiance, replied that he was “a Republican, just as 
every good lumberman should be.” * The political climate, it may be 
added, was favorable, except for Federal land policy, stubbornly geared 
to the needs of agricultural settlers, and local tax policy, which sub- 
jected forested property to burdensome annual levies. 

Lumbermen generally sought no higher social circles than those of 
their families, associates, and local community. Most grew deep roots 
in the locale in which they lived during their prime, and the community 
they had helped create. They gave their time to the solution of civic 
problems and their money for civic improvement. Their main con- 
tribution, however, stemmed from the lumbering enterprises that were 
the economic base of thriving communities. 

The conventional pattern of humble origins and homely virtues was 


12 American Lumberman (August 23, 1902), p. 1. For an illustration of a medium-sized 
firm that maintained similar facilities see A. R. Reynolds, “Wisconsin Lumbering Frontier: 
Daniel Shaw Lumber Company, a Type Study,” unpublished doctoral dissertation, University 
of Minnesota Library, 1949. 

18 American Lumberman (April 12, 1902), p. 1. 

14 American Lumberman (February 24, 1900), p. 1. 
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applicable to the overwhelming majority of leading lumbermen. Most 
were born on a farm. Those of urban background were likely to be 
full-time wage earners by the age of sixteen. Their education was 
rudimentary. The stern circumstances of their youth were undoubtedly 
important in molding traits of character responsible for their later 
business success. Hard work, ability, and strength of character were 
amply rewarded. Frugal habits and simple personal tastes were reflected 
in a policy of rigid economy in business, in the steady accumulation of 
savings, cautious investment, and careful bargaining. Of P. M. Musser 
of Muscatine it was said that “he cannot bear to see anything go to 
waste . . . if he sees a board broken without good cause, or a shingle or 
lath thrown out into the woodpile, which should have been utilized, 
there is where he gets worked up.” * Edward Rutledge disparaged 
Chicago lumbermen for wearing silk hats and patent leather shoes, and 
defined a real lumberman as one who wore a mackinaw, rose early in 
the morning, shook hands with the cant hook man, and paid his bills.”® 
They were emphatically common-sense men, who made the most of 
their native intelligence, limited education, and business experience, 
and were willing to risk their savings, start small, and work hard. A 
career in lumbering was open to almost everyone. A small capital, and 
the simple but versatile skills developed in conjunction with farming 
interspersed with woods and sawmill experience were adequate. 

The lumberman’s rationale was simple. He was ambitious to succeed, 
but was motivated by more than the instincts of a shrewd trader who 
expects a large margin on a short-term investment. Lumbering involved 
long-term planning and was conceived as a worth-while and honorable 
life’s work. The typical lumberman possessed a strong sense of personal 
integrity. He met financial obligations promptly and was scrupulous in 
fulfilling contracts. He was imbued with an underlying optimism and 
tended to be kindly and generous. He took pride in his achievement, re- 
garding himself as a good steward who was making the best use of the 
means at hand to lay up a modest fortune and by his labor furthering 
the progress of the country. In their old age many lumbermen bitterly 
pondered the attitude that reviled and condemned them as exploiters of 
the public wealth for their private enrichment.” 





Frepertck W. KouiMeyer, Columbia University 


15 Hotchkiss, History of the Lumber and Forest Industry of the Northwest, p. 619. 

16 Anecdote related by F. E. Weyerhaeuser, MSS. in Weyerhaeuser Papers, St. Paul. 

17 See Isaac Stephenson, Recollections of a Long Life, 1829-1915 (Chicago: R. R. Donnelley 
& Sons, 1915). 





The Role of the Merchant on the Oregon 
Frontier: The Early Business Career of 
Henry W. Corbett, 1851-1869 


FIGURE common to all frontiers was the businessman who made 

the transition from pioneer merchant to financier. This paper is an 
examination of the early career of one such merchant on the remote 
underdeveloped Oregon frontier during the 1850’s and 1860’s. 

In 1851, Portland, Oregon, a village of less than one thousand, had 
become a shipping point of some importance as a result of the stimulus 
of California gold. It rose out of the wilderness at the head of navigation 
for ocean-going ships on the left bank of the Willamette River some 
twelve miles above its confluence with the Columbia. Here, since the 
fall of 1848, ships had come to load out cargoes of provisions and lumber 
for the California market. During the early years of the gold rush, 
however, few supplies flowed northward because of the tremendous 
demands in California for consumer goods. Provisions were exchanged 
for gold dust or specie and this, along with the precious metal brought 
in by Oregon’s returning miners, gave the area an adequate money 
supply for the first time.’ Gold stimulated the development of flour and 
lumber milling, steam navigation on the rivers, and the rise of several 
aspiring towns in the Willamette Valley. Wholesaling had become 
feasible and the prospect that Oregon’s small population, some 13,000 
in 1850, would grow rapidly as a result of the Donation Law made 
Portland and Oregon a fair field for the merchant. A few of Portland’s 
new merchants, who saw in agriculture the basis for a sound economy 
but failed to see the tremendous agricultural potential of California, 
thought of Oregon as the permanent source for the supply of agricul- 
tural products for the miners of California.” The temporary overstock- 
ing of the San Francisco market in 1851, where auctioneers sold bales of 
valuable consumer goods at nominal prices, permitted a freer flow of 
goods to Portland, to relieve the Oregon market that had been in short 
supply for several years prior to the gold rush. 


1James H. Gilbert, Trade and Currency in Early Oregon (New York: Columbia University 
Press, 1907), pp. 78-80. 

2 For examples see the motivation of W. S. Ladd, Portland merchant and its first banker, 
in H. H. Bancroft, Chronicles of the Builders of the Commonwealth (San Francisco: The 
History Company, 1891), I, 602-603. 
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Our example of a merchant who rose to a position of moderate 
affluence and business leadership after his arrival at Portland in 1851 is 
the young New Yorker, Henry W. Corbett. For seven years before he 
journeyed to Oregon Corbett had been a trusted employee of the New 
York dry goods firm of Williams, Bradford and Company, the firm that 
contributed most, if not all, of the original capital outlay for his Oregon 
venture. In October, 1850, he had purchased a wide assortment of 
general merchandise that he shipped directly to Portland. The cost of 
the cargo was $24,621.57, of which $13,092.35 was paid for in cash and 
the rest on acceptance of Williams, Bradford and Company. The exact 
partnership arrangements between Corbett and his sponsors are not 
known, but the major purpose of the undertaking was to give the 
prudent and persevering young man a “competence” in business.* 

Corbett’s business, launched in April 1851, was temporary and highly 
speculative in nature. He began selling at wholesale and retail while the 
heavy consumer demand that had prevailed in the Willamette Valley 
during the preceding three years still held. His sales total for May, his 
first full month in business, was almost $14,000, exceeding that for any 
of the other fourteen months of his initial Oregon venture. Corbett en- 
joyed an advantage at the outset, for most of his future rivals did not 
arrive with their heavy shipments until later in the year. Competition 
then served to force down prices as the Willamette Valley became 
reasonably well supplied. During 1851 and 1852 Corbett sold goods at 
advances ranging from 50 to 300 per cent above New York cost.* The 
market, however, was uncertain and the demand unevaluated. If the 
heavy shipping to San Francisco continued unabated, the Portland 
market could easily become overstocked with goods shipped at high 
freight costs and merchants would suffer severe losses. In 1850 the rates 
from New York to San Francisco via the Cape Horn Route reached 
$60 per ton and $1.50 per cubic foot.° The rate Corbett paid on his 


3H. W. Corbett, Invoices; Williams, Bradford and Company to H. W. Corbett, January 7, 
1852 and February 3, 1852. Corbett and Failing business records, Special Collections Library, 
University of Oregon. Corbett and Failing business records are also found in the library of the 
Oregon Historical Society and in the Grace D. and R. R. Stuart Collection of Western Americana, 
College of the Pacific. (Hereafter these records are distinguished as follows: CFUO, for those 
at the University of Oregon; CFOHS, for those at the Oregon Historical Society; and CFCOP, 
for those at the College of the Pacific.) 

4 Corbett, Day Book. CFCOP. For New York costs see C. H. Juergens, “Movement of Whole- 
sales Prices in New York City, 1825-1863,” American Statistics Association Publications, Xl 
(1910-1911), 544, and Wholesale Prices, Wages, and Transportation, Senate Report No. 1394, 
Part 2, 52d Cong., 2d Sess. 

5 Raymond A. Rydell, Cape Horn to the Pacific: The Rise and Decline of an Ocean Highway 
(Berkeley: University of California Press, 1952), pp. 134-136. 
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shipload of goods is unknown, but a considerable portion of the high 
selling prices he levied went for freight and other expenses. For a pound 
of tobacco costing twenty cents and selling at Portland for $1.00, the 
freight charge probably was as high as thirty cents. 

While laying the groundwork of his Portland business Corbett fre- 
quently received advice from his New York patrons, who evinced a 
genuine and understandable concern for his personal welfare as well 
as his success in business. They advised him to sell strictly for cash, 
and not to risk too large a stock since insurance was “out of the 
question so far away.” They became apprehensive early in 1852 when 
their California representative advised them that the best of the 
Oregon trade was finished and that Oregonians were beginning “to 
look sharp after their gold dust” and to ask for credit. Since they 
considered the costs of the Oregon trade exorbitant they now questioned 
the soundness of the entire venture and advised Corbett to return to 
safety in New York.® 

Corbett returned to New York in the summer of 1852, divided the 
profits, some $20,000, with his patrons, and re-entered their employ- 
ment. He had left his store in charge of two partners, and seems to have 
been uncertain about his future. He tried the role of buyer for Oregon 
firms but after a year he journeyed back to Portland determined, 
evidently, to risk his small fortune upon the future development of 
Oregon." 

On his return, although the conditions for trade in Oregon remained 
unstable, the prospects for its rapid development seemed favorable. 
The large immigration of 1852, some 15,000, had doubled Oregon’s 
population and half again as many arrived in 1853 to take advantage of 
the Donation Act.* The extension of the mining frontier to the Rogue 
River country of Southern Oregon stimulated trade between that 
remote area and the towns of the Willamette Valley. Agricultural 
production, however, proved so insufficient for the new local demands 
that Portland traders during the spring of 1853 imported Chilean flour. 
Thus Oregon was unable to share in the California market for flour 
and provisions, at the same time as she virtually lost her lumber export 
market because of the rapid development of the industry in California. 





6 Williams, Bradford and Co. to H. W. Corbett, January 7, 24, February 7, 1852. CFUO. 

7 Bancroft, Chronicles, Il, 575-576; Oregon Statesman (Salem, Ore.), April 2, 1853, 
adv.; R. N. and F. McLaren to H. W. Corbett, June 14, 1853. CFUO. 

8C. H. Carey, History of Oregon (Chicago-Portland, The Pioneer Historical Publishing Co., 
1922), I, 509; The Oregonan (Portland), October 29, 1853. 
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Also, in 1853, the San Francisco market became overstocked with 
merchandise of all descriptions, which flowed out to swell the supply 
of every market of the Far West. Gold that had been accumulating in 
Oregon now flowed outward at an alarming rate to redress an adverse 
balance of trade. The result was a sharp depression in 1854.° 

Oregon thus had no defense against the deflationary forces let loose 
in San Francisco, where in 1853 and 1854 many merchants failed or 
suffered heavy losses. The saturated market at San Francisco could 
accommodate no more goods and in 1854 some clippers returned fully 
laden to New York. The speculative boom that had accompanied the 
gold rush finally ended with the severe financial panic of February, 
1855 in San Francisco.” 

By 1855, however, Oregon’s economy showed signs of recovery, and 
the period through 1858 was one of relative prosperity based upon 
internal development and the California market for flour and pro- 
visions. It was also a period of relatively slow growth when compared 
with California and the Mississippi Valley during the same period. 
The region attracted few immigrants prior to the gold rushes of the 
1860’s. Indian wars during 1855 and 1856 strained the meager resources 
of the territories of Oregon and Washington for a nonproductive 
purpose.’ Although the region was generally handicapped by failure 
to attract capital and population, its industrial development deserves 
mention. Oregon mills continued to produce quantities of flour, and 
the lumber industry, now centered on Puget Sound, produced for 
markets in California and abroad. There were many lesser industries. 
Important beginnings were made in the manufacture of woolen cloth, 
coal mining, shipbuilding, and the fisheries.” 

In this situation Corbett, who resumed the personal direction of his 
business in the summer of 1854, accumulated profits and plowed them 


8 Elaine Tanner, “A Study of the Underlying Causes of the Depression of 1854,” Reed College 
Bulletin, XXV (1947), 48 et passim; Gilbert, Trade and Currency, pp. 93-94. | 

10 Frank Soulé, John H. Gihon, and James Nisbet, The Annals of San Francisco (1854), pp. 
49% et passim; Felix Riesenberg, Jr., Golden Gate: The Story of San Francisco Harbor (New 
York: Alfred A. Knopf, 1940), pp. 144-146. 

11 The economic effects of these wars are treated by F. G. Young, “Financial History of 
Oregon,” Quarterly of the Oregon Historical Society, VII1 (1907), 129-200; and Stanley S. 
Spaid, “Joel Palmer and Indian Affairs in Oregon” (Ph.D. Thesis, University of Oregon, 1950). 

12 The eighth Census, 1860: Manufactures, pp. 489-492, 673; L. E. Pratt, “The Origin and 
History of the Willamette Woolen Factory,” The Quarterly of the Oregon Historical Society, 
III (1902), 248-259; Alfred L. Lomax, Pioneer Woolen Mills in Oregon (Portland, Oregon: 
Binfords and Mort, 1941), pp. 118-126; H. H. Bancroft, History of Oregon (San Francisco: 
The History Company, 1888), II, 331-334, 727-728, 743; H. H. Bancroft, History of 
Washington, Idaho and Montana (San Francisco: The History Company, 1890), p. 340. 
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back into his mercantile business each year. Sources of supply had 
become more dependable and merchandising more competitive, and 
when the market became stabilized after the depression of 1854 the 
day of extreme shortage or excessive supply had ended. Trade was now 
regulated by competition and the volume varied according to the 
purchasing power of the farmers. The merchant who could capture 
and maintain a reasonable share of the market was assured his profits, 
and competition made him alert to every legitimate advantage to be 
gained in trade. 

Since Corbett was one of Oregon’s larger wholesale merchants an 
analysis of his activities exemplifies an important business process, as 
well as the problems of the businessman in this remote frontier area 
during the later 1850’s. He was an individualist and, unlike his major 
competitors, operated and controlled his mercantile firm as a single 
proprietorship. He scrupulously avoided speculative ventures, while 
taking every means to improve and expand his business. 

While most of Oregon’s wholesale merchants were supplied from 
San Francisco, Corbett was one of the few who purchased in New 
York. His goods arrived by sea via San Francisco. He depended upon 
favorable credit facilities in New York, which he always carefully 
safeguarded and sought to extend. By maintaining his earlier friend- 
ships and business contacts in New York and by always remitting 
promptly, his reputation as a responsible businessman grew in the 
New York business community itself. He could utilize the best of 
references whenever necessary. 

He devised his own system of buying and of making remittances. 
Prior to 1861, most of his New York business was done through a single 
firm. By following Corbett’s orders the New York house supplied him 
with its particular line of goods, purchased others from the commission 
houses of that city or from Boston, received consignments ordered 
directly from other firms, and attended to all his shipments to San 
Francisco. As soon as he received the bills or invoices by mail, which 
required some thirty to forty days to reach Portland via Panama, 
Corbett signed and returned notes payable to each of the firms where 
purchases had been made. These, dated as of the date of the bill or 
invoice, were for eight to ten months and included interest for two to 
four months at the rate of 5 to 10 per cent per annum. Thus he paid 
no interest for the six months required for shipment, but of course he 
did not receive the same discounts as those nearer New York who 
purchased on sixty to ninety days’ time. By controlling his orders and 
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staggering his notes he avoided having an excessive number of obliga- 
tions falling due within the same month. 

In payment he dispatched drafts shortly after the arrival of the goods, 
usually about two months before his notes fell due to allow for the 
time required by the mail. During 1857 and 1858, two of his most 
prosperous years, he seldom remitted more than $5,000 at one time, 
and usually not less than $3,000 nor more than $8,000 per month 
including the small remittances for freight and purchases in San 
Francisco. For New York remittances during the latter part of the 
decade he usually purchased drafts at Portland or San Francisco on 
the Assistant Treasurer of the United States at New York. These drafts 
were plentiful at this time because of the expenditures of the Indian 
and military departments, and sometimes paid a premium of 2 to 2.5 
per cent. He also sent drafts on Wells, Fargo and Company and other 
firms doing business in both San Francisco and New York. These 
funds, in effect, were deposits with the firm representing him in New 
York and were used to take up his notes as they became due. His earlier 
notes simply read, “payable at Hopkins, Hayes, Palmer and Company, 
14 Cortlandt Street, New York.” Later he sent drafts on the firm 
representing him against his own deposit to pay his notes.’* 

Corbett had regular business relationships with San Francisco firms 
and often went there to make financial arrangements or to purchase 
goods. His orders there were mainly to fill out his assortment or to 
meet shortages he had not anticipated. Occasionally, when the San 
Francisco market was fully supplied with particular kinds of goods, 
he had to purchase there in order to compete successfully with his 
Portland neighbors. He had a regular arrangement with one San 
Francisco firm to attend to his shipments from New York, to receive 
and sell his produce from Portland, and to forward his goods. Prior 
to 1857, the pioneer shipping firm, Abernethy, Clark & Company, 
sponsors of the Oregon and California Packet line of sailing vessels, 
served as his agent in San Francisco.”* 

Freight rates via the Cape Horn Route to San Francisco fell as the 


13 These statements are based upon a mass of Corbett correspondence with Hilliard, Hayes, 
Hopkins and Company, its successor Hopkins, Hayes, Palmer and Company, Samuel Roosevelt 
and Company, and other New York firms concerning remittances, notes, interest, etc., 1855- 
1859, CFCOP and CFUO. 

14H. W. Corbett to Samuel Roosevelt and Co., January 3, 1859. CFCOP, and numerous let- 
ters to Abernethy, Clark and Company, 1856-1858, and to William Alvord and Company, 1858- 
1859. CFCOP and CFUO. 
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trade stabilized during the mid 1850’s. Rates in 1850 were $60 per 
ton and $1.00 and $1.50 per cubic foot; in 1853, $30 per ton; in 1855, 
$13.00 and $12.50 per ton and 30 to 50 cents per cubic foot; and in 1856 
and 1857, $10 per ton and 20 to 30 cents per cubic foot, reflecting the 
competition of the Panama Route for the lighter, more lucrative freights 
after the completion of the Panama railroad.” Very few shipments 
came directly from New York to Portland during the decade. The 
usual practice was to transship all the goods destined for Oregon on 
board sailing vessels or steamships on the San Francisco-Portland run. 
During the years of the middle decade freight rates were $5 per ton 
on board the sailing vessels of the Oregon and California Packet Line 
and $10 to $12 per ton on board the steamships of the Pacific Mail 
Steamship Company.”* Lower freight costs of course were reflected in 
lower prices at Portland and elsewhere in the Far West. 

Distance and the uncertainties of business demanded constant vigi- 
lance by Corbett in his relations with eastern firms. He would not be 
cheated, and if shipments did not conform to his orders and instructions 
he fired complaints east immediately. He tried to purchase quality 
goods as cheaply as possible and to avoid a reputation for selling shoddy 
merchandise. Actually a tremendous amount of “trash” had been 
dumped in the Oregon market, and as this frontier society matured 
inferior goods had a way of hanging on. Corbett wrote to one New 
York house as follows: 





I have added no interest for the 2 months as I think some of the goods high, 
and some of the Ribbons Old Styles, not fresh, instead of new styles . . . some 
of these goods looked as though they were put in thinking they would do for 
Oregon ...I gave your house cr for better taste. I would now say our trade 
requires fresh goods no others need be sent. . . .17 


When news of the financial panic in New York reached Oregon in 
November, 1857, Corbett took every possible step to protect his credit 
in the east and to assert his solvency. “Awful crashing in N. Y. I see 
with good times in Oregon I am glad to say,” he wrote.’* He had the 
misfortune of having one of his drafts protested just at the time that he 
learned of the eastern crisis. He complained bitterly, asserted that he 
was “affraid” of bankers and was deeply chagrined that any of his 


15 Rydell, Cape Horn, pp. 139-140. 

16 Corbett letters to several San Francisco houses, 1857-1858, CFCOP. 

17H. W. Corbett to William W. Wright and Company, March 31, 1857, CFCOP. 

18H. W. Corbett to Hopkins, Hayes, Palmer and Company, November 11, 1857, CFUO. 
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paper should be protested.’® He dispatched eastward all the money 
necessary to meet his immediate obligations and to make good the 
protested draft. During the previous few months he had remitted over 
$12,000, of which $9,980 was on the Assistant Treasurer of the United 
States, New York, and “if that Busts up,” he declared, “I will be bad 
off.” *° 

As soon as he learned that the firm representing him in New York 
was likely to fail along with many of the other better houses, Corbett 
requested the hardware house of Samuel Roosevelt and Company to 
look after his remittances, paper, and shipments. Roosevelt accepted 
his proposition, but to persuade him Corbett wrote a revealing letter 
concerning his financial status at the end of 1857, and the compact 
nature of his business. His assets in merchandise, real estate, and bills 
receivable totaled $73,126.08 against an indebtedness of $22,362.78; and, 
as he asserted, his total “worth” was $50,763.30, “all made in my 
legitimate business . . . after 7 years in Oregon.” ** Six months later 
he wrote that he was worth at least $60,000 and that he would not 
sell out for $65,000.” 

Corbett thought Oregon’s prosperity and its lack of banks might 
prevent the crisis from reaching the Far West. “We experience the 
benefit now of having no Banks on the Pacific,” he wrote a Boston firm, 
and “Business this year has been remarkably good.” To another eastern 
firm he wrote optimistically: “We have no banks of Discount here, I 
therefore depend entirely on recpts from my own business.” ** Banks 
of issue, it may be observed, were prohibited in the proposed new state 
constitution of September 1857, a document modeled after the constitu- 
tions of the Mississippi Valley states reflecting the principles of Jefferson 
and Jackson. 

Corbett used every argument at his command to convince his eastern 
creditors of his solvency. He usually gave a list of references along with 
forceful, self-confident, but somewhat frantic assertions such as the 
following: “. . . if you want to know whether I am good or not ask 
Mr. Charles Williams .. . 1 say I am! . . . 1 am good for all I order, 


19H], W. Corbett to Abernethy, Clark and Company, November 10, 1857, CFCOP, and to 
Abernethy, Clark and Company, November 24, 1857, CFUO. Abernethy, Clark and Company 
had disregarded Corbett’s instructions and instead of sending this draft on Wells, Fargo and 
Company had sent it on a firm in which Corbett had no confidence. 

20 H. W. Corbett to Ira Jagger, November 27, 1857, CFUO. 

21 H. W. Corbett to Samuel Roosevelt and Company, January 20, 1858, CFUO. 

22H. W. Corbett to Hoyt, Tillinghast and Company, August 26, 1858. CFUO. 

23 H. W. Corbett to Nourse Mason and Company, December 11, 1857, CFUO; H. W. Cor- 
bett to Croton Manufacturing Co., February 8, 1858, CFCOP. 
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times are good here no banks to Brake.” To another he wrote: “I know 
I am responsible, which is more than every New York jobber can say.” *4 
Like many another frontier entrepreneur he was able to ride the 
financial storm. 

With rare exceptions Corbett experienced cordial relationships with 
his customers in the Willamette Valley. He bought or forwarded 
produce shipped down river by them and applied the proceeds on 
their accounts. He granted them credit and accommodated them in 
various other ways. Most often his credit terms were from thirty to 
ninety days. He accepted notes to run at interest at from 1.5 to 3 per 
cent per month after the stipulated period of time had expired. Some 
ran for a year or more. He seems to have had little difficulty in cir- 
cumventing the legal rate of interest, 10 per cent per annum, and rarely 
allowed it except as an accommodation to good customers.” 

The 1850's were profitable years for Corbett. Existing records for his 
business during these years, though incomplete, give an indication of 
its extent. His sales totaled $44,521.67 for 1855, $46,876.44 for 1856, 
and $31,529.03 for the first half of 1857."° The interest rate in Oregon 
during these years was from 2 to 5 per cent per month, which, it is 
assumed, was roughly equivalent to the average profits from trade.” 
But the average interest rate came nearer 2.5 per cent per month, so by 
using this figure, or 30 per cent per annum, Corbett’s profits would 
have exceeded $14,000 during each of these years. This is corroborated 
by one of his rare statements on the subject of profits, where he states 
that he grossed $10,000, but because of extra expenses netted between 
$7,000 and $7,500 during the first half of 1858.”° 

Oregon suffered a severe depression from 1859 through 1861. Owing 
to the rapid development of agriculture in California, which ranked 
twelfth among the states in wheat production in 1860, Oregon’s export 
market, except for apples, practically disappeared. Small quantities of 
California wheat and flour now began to flow to New York and abroad, 
but Oregon flour, which reached the low point of $3.25 per barrel in 





24H. W. Corbett to Lord, Warren, Evans and Company, November 28, 1857, CFUO, to 
Mason and Lawrence, April 19, 1858, and to E. P. Clark and Company, October 25, 1858, 
CFCOP. 

25 Numerous produce accounts and letters to merchants in the Willamette Valley, 1855-1859. 
CFUO, CFCOP, CFOHS. 

26 H. W. Corbett, Day Book, CFCOP. 

27 James H. Gilbert, ‘““The Development of Banking in Oregon,” University of Oregon Bulletin, 
New Series, IX (1911), 9. 

28 H. W. Corbett to Friend Bradford, July 26, 1858, and to Hoyt, Tillinghast and Company, 
August 26, 1858, CFUO. 
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1860, could find no market. Between January 1 and November 1, 90,050 
tons of valuable imports entered the Columbia River against 16,579 
tons of less valuable exports, showing clearly the adverse balance of 
trade. Little capital found its way to the region while large amounts 
went out each year to pay for consumer goods that the community 
could not or would not produce for itself. Greater and more diversified 
production seemed to be the answer, but the isolated area’s greatest 
need was a reliable market for agricultural products. Land values 
declined. Many farmers and businessmen, who were in desperate 
straits, thought of leaving. The flood of the Willamette in December, 
1861, devastating farms and towns bordering the river for a 150-mile 
stretch, added to the distress.”° 

Corbett weathered the storm and, when the Idaho gold rush stimu- 
lated all branches of business in 1861 and 1862, he was able to use his 
accumulated capital to much greater advantage than had been possible 
earlier. He not only benefited from the sudden and unusual demands 
of the Idaho trade, but made substantial gains from inventory profits, 
owing to the currency inflation of the Civil War period. Gold, inci- 
dentally, remained the standard in the Far West as businessmen at 
San Francisco and Portland successfully resisted the influx of green- 
backs.*° 

Henry Failings, one of Corbett’s competitors and friends, made the 
following observation in June, 1863: 


Corbett has a large capital and though he has never made money as fast as 
we have yet he has kept his capital all in his business and has no one to divide 
with, has now a large capital in his business and a great deal outside which he 
can call in at any moment. His stock is not now and has not been as large as 
ours, nor has he sold as many goods in our opinion—but as he has purchased 
chiefly for cash for the year past, he is probably very easy. . . 31 


It was safer for the far western merchant to convert his gold into 
currency at New York and to make his purchases in cash rather than 
for credit, for if gold were to decline suddenly he would avoid the risk 
of having an indebtedness in greenbacks contracted when gold was 


high. 


29 These statements are derived from a study of the files of The Oregonian, 1859-1861, and 
the correspondence of Failings and Hatt to John A. Hatt, 1859-1862, CFOHS. For contemporary 
analyses of the problem, see Governor John Whiteacre’s message to the legislature, May 10, 1859, 
in The Oregonian, May 21, 1859, and The Oregonian, Nov. 5, 1859. 

30 Gilbert, Trade and Currency, pp. 98-122. 

31 Failings and Hatt to John A. Hatt, June 1, 1863. CFOHS. 
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Corbett broadened his capitalistic enterprises into the areas of trans- 
portation, banking, and other forms of local investment while he 
continued to collect profits from merchandising during the 1860’s. 
As was common in the development of a frontier merchant, he made 
loans, received deposits, and began more or less informally to fulfill 
the functions of a banker.*” In 1862 he joined with others to place a 
steamboat on the upper Columbia in an unsuccessful effort to break 
the Oregon Steam Navigation Company’s monopoly of transportation 
to the interior. For a time he held stock in the Oregon Steam Naviga- 
tion Company, the most notable capitalistic enterprise in Oregon’s 
early history.** He and other Portland capitalists incorporated the 
Oregon Telegraph Company which, by completing the line between 
Yreka and Portland, brought the Willamette city into direct communi- 
cation with San Francisco and New York in 1864.°* He was one of 
the original incorporators of the Northern Pacific Railroad as well as 
of the ill-fated Oregon Central Railroad, later the Oregon and Cali- 
fornia Railroad, which lost the land grant to Ben Holladay. In 1866 
he became proprietor of the Oregon and California Stage Company 
operating between Portland and Sacramento with a mail subsidy of 
$179,000, which he gave up when he took his seat in the United States 
Senate in 1867.*° 

In 1869 Corbett and Henry Failing gained control of the First 
National Bank, established four years earlier, and increased its capital 
stock from $100,000 to $250,000."° Failing, whose merchandising career 
had paralleled that of Corbett in Portland since 1851, became president 
and Corbett vice president. In 1871, these erstwhile friends and com- 
petitors combined their respective merchandising firms into the 
wholesale hardware house of Corbett, Failing and Company.” The 
senior partners now delegated the active management of the firm to 
its other members while giving their attention to problems of finance. 


32 Letters of H. W. Corbett to Charles Pope and C. Holman, June 9, 1862; Letters of Failings 
and Hatt to John A. Hatt, February 25, April 1, June 1, 12, 1863, CFOHS. 

33 Dorothy O. Johansen, “Capitalism on the Far Western Frontier: The Oregon Steam 
Navigation Company” (unpublished Ph.D. thesis, University of Washington, 1941), pp. 117- 
120; 173-181. 

34H. W. Scott, History of the Oregon Country (Cambridge: The Riverside Press, 1924), III, 
pp. 187-188. 

35 The Oregonian, February 3, July 20, 1866; Bancroft, Chronicles, Il, pp. 576-577, 5923 
Oscar Osburn Winther, The Old Oregon Country (Stanford, Calif.: Stanford University Press, 
1950), p. 256. 

36 Gilbert, “Development of Banking,” University of Oregon Bulletin, New Series, IX 
(1911), 7. 

37H. W. Corbett and Co. to E. I. Du Pont de Nemours & Co. January 27, 1871, CFUO. 
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As Portland grew from village to city its financial leaders invested 
in land and improvements. In 1865 Simeon G. Reed wrote as follows: 
“Real estate is changing hands quite lively here, and prices are ad- 
vancing. The purchasers are not new comers, but in nearly every 
instance are old residents.” ** Portland’s business leaders enjoyed good 
returns from such investments as land values increased and as their 
city experienced a series of building booms later in the century. Until 
recently a Corbett building has stood witness to each phase of Portland’s 
expansion and to the enterprise of one of its founders. 

Corbett’s experience during his first twenty years in Oregon was 
not unique but typical of the frontier merchant. He was a man of 
enterprise and ability with considerable acumen in finance and trade. 
In great measure his success rested upon his early experience in New 
York and his excellent long-term credit facilities there. His credit 
was the capital that enabled him to overcome the handicaps of 
distance, limited funds, and the other hazards of business, and to 
lay the foundations of his own fortune from the accumulated profits of 
trade in a remote, underdeveloped area. 





ArtHur L. TuHrocxmorton, Lewis and Clark College 


38 Simeon G. Reed to J. W. Ladd and D. F. Bradford, October 14, 1865, Dorothy O. Johansen 
and Frank B. Gill (eds.), “A Chapter in the History of the Oregon Steam Navigation Company,” 
Oregon Historical Quarterly, XXXVI (1937), 36. 





The Genesis of the Great Northern’s 
Mesabi Ore Traffic* 


N HIS valedictory address when retiring as Chairman of the Board 
ie Directors in 1912, James J. Hill said of the Great Northern Rail- 
way Company, “The financial outlook of this company is as well 
assured as that of most governments. . . . No emergency can surprise 
it.” * The rise of the Great Northern to this almost impregnable position 
revolved mainly around Hill’s far-famed leadership and two major 
commodities—wheat and iron ore. 

Wheat formed the backbone of the Great Northern’s freight traffic 
until the company became an ore-carrying road in 1898. Then within 
a span of less than five years iron ore moving from the Mesabi Range to 
Superior, Wisconsin, at the head of the Lakes, provided the bulk of 
the Great Northern’s freight tonnage, and this ore traffic continued 
to grow in volume. The importance of its ore lines may be seen by the 
fact that in 1911 the Great Northern, with over 7,000 miles of railroad, 
was receiving about 50 per cent of its traffic tonnage from the less than 
5 per cent of its lines devoted to ore traffic. 

The development of a strong wheat traffic was part of Hill’s master 
plan for the growth of his railroad empire; but, on the other hand, 
owing to Hill’s tardiness in entering into the development of the Mesabi 
Range, the Great Northern was fortunate indeed to have acquired the 
iron ore traffic that it still enjoys today. Some historians, as well as 
popular writers, have described Hill’s entrance on the Mesabi scene 
as accidental. Although the beginning of the Great Northern’s pon- 
derous ore traffic was not accidental, it was, in fact, incidental to the 
shortening of the company’s wheat route from the West. 

Looking back, one sees that as Hill fashioned his railroad immor- 
tality one of his most strategic early moves was the extending of the 
St. Paul, Minneapolis and Manitoba? to the head of the Lakes. In 
1879, when Hill reorganized the ill-fated St. Paul and Pacific as the 
Manitoba, he welded together a railroad that had a tremendous po- 


* This paper is based on Joseph W. Thompson’s “Economic History of the Mesabi Division 
of the Great Northern Railway Company to 1916,” unpublished dissertation for the doctoral 
degree (1956), University of Illinois. 

1 Great Northern Railway Company, Annual Report, 1912, p. 23. 

2 Hereafter referred to as the Manitoba. The Manitoba was a predecessor of the Great 
Northern. 
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tential. With the recovery from the panic of 1873, the population and 
wealth of Minnesota were rapidly growing. Furthermore, the lines 
of the Manitoba, running northwest from St. Paul to Canada, traversed 
the most fertile sections of the Red River Valley. Hill tapped this po- 
tential by building an extensive branch line system that consolidated 
the position of the road and gave it a large and growing wheat traffic. 

To capitalize fully on this traffic the company needed cheap trans- 
portation to eastern markets. A line to the head of the Lakes was the 
obvious answer. That important line, as well as the development of rail 
terminal facilities and the erection of huge grain elevators at Superior, 
was completed in 1888. With these facilities, including country eleva- 
tors along the company lines, the Manitoba was completely independent 
of any other road for the marketing of its wheat. 

Although the Manitoba with its integrated facilities now controlled 
its wheat fortunes from farmer to harbor, its grain route from the Red 
River Valley to the head of the Lakes was a roundabout one. It was 
possible to join the upper Red River Valley and Canada with the head 
of the Lakes by a more direct route. Hill had in mind, of course, plans 
for such a route and commenced construction on this “shorter route 
from the West” in 1888, the year that the Manitoba’s line into Superior 
was completed. In that year he ran a line from Crookston east to 
Fosston, a distance of 46 miles. His projected route was to extend more 
than 200 miles east from Crookston to Superior. Hill, however, “al- 
lowed the remainder to wait until more pressing claims were disposed 
of.” * These more pressing matters included the formation of the Great 
Northern Railway Company in 1889 and the extending of the railroad 
to Puget Sound in 1893. 

Meanwhile, another company was building west from the head of the 
Lakes into “Hill territory.” This company, the Duluth and Winnipeg, 
had first begun construction on its route in 1882. The Annual Report 
of the Minnesota Railroad Commission for that year noted that the 
Duluth and Winnipeg’s proposed route between the head of the Lakes 
and the wheat fields of the Red River Valley and Canada would be 
100 miles shorter than the Manitoba’s circuitous connections.* No 
further construction, however, was made on the Duluth and Winni- 
peg’s line until 1888, when a second start was made. It was commonly 
known that its promotors were having difficulty securing sufficient 





3 Joseph Gilpin Pyle, The Life of James J]. Hill (New York: Doubleday, Page & Co., 1926), 
TI, 464. 
4 Minnesota Railroad Commission, Annual Report, 1882, p. 87. 
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capital to carry out their construction plans, so this possible competitor 
for grain traffic from the upper Red River Valley did not pose a positive 
threat to the Manitoba at this time. But by 1892 the Duluth and Winni- 
peg backers had managed to complete approximately 100 miles of road 
from New Duluth to Deer River. 

During this time, an epoch-making event, the discovery and develop- 
ment of the Mesabi iron ore range, contributed to the importance of the 
Duluth and Winnipeg. By 1892 the cities of Duluth and Superior, as 
well as the surrounding areas, were at fever pitch over the iron ore dis- 
coveries on the Mesabi Range. The Merritts had discovered their fabu- 
lous Mountain Iron Mine in 1891, and in 1892 they built a short rail- 
road running south from that mine to connect with the Duluth and 
Winnipeg in order to market their find. In turn, the Duluth and Winni- 
peg backers secured a line running from New Duluth into Superior and 
organized the Duluth and Winnipeg Terminal Company to build an 
ore dock on Allouez Bay. Thus, the Duluth and Winnipeg became a 
key railroad connecting the Mesabi Range with Superior. On October 
17, 1892, the first trainload of Mesabi iron ore moved from the Merritts’ 
mine over their own line, the Duluth, Missabe and Northern, to the 
Duluth and Winnipeg and over that road to the ore dock on Allouez 
Bay. 

Hill had carefully watched the development of the Duluth and 
Winnipeg with, as he said, “the intention of getting hold of it for our 
company.” °*He also wrote in 1892 that “This line would be about 110 
miles shorter than our line via St. Cloud and Hinckley, and would give 
us a great deal of trouble by reducing rates as well as dividing business.” ® 
In addition to the possibility of this road being extended to Canada 
and becoming a competitor of the Great Northern, it also occupied 
approximately 85 miles of the route over which the Great Northern 
planned to build its shorter line west. Thus, late in 1892, Hill took steps 
to acquire the road as part of the company’s new route west. 

However, before Hill could carry out his plans, Sir William Van 
Horne, president of the Canadian Pacific, secured control of the road. 
With this turn of events the threat of the Duluth and Winnipeg be- 
coming a possible competitor was intensified, for the Canadian Pacific 
had the financial resources to build the Duluth and Winnipeg to 
Canada, where it would join with the Canadian Pacific. 


5 Pyle, James J. Hill, 1, p. 464. 
6 Ibid. 








554 Joseph W. Thompson 


Actually, Hill had indirectly aided Van Horne in acquiring the 
Duluth and Winnipeg. For while Van Horne was negotiating for 
control of the road, Hill was also “moving in” to secure the line and 
was evidently unaware of Van Horne’s plans. Hill, in a maneuver to 
make the,Duluth and Winnipeg backers more receptive to selling the 
road to him on favorable terms, sent out surveying parties to “stake 
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out” a line parallel to the route of the Duluth and Winnipeg.’ Officials 
of the Duluth and Winnipeg, hoping that Van Horne would complete 
their line to Canada, hastened to sell a controlling interest to him, with 
negotiations being completed January 4, 1893. 

Van Horne was elated at acquiring control of the Duluth and 
Winnipeg and referred to this accomplishment as “Mr. Hill’s defeat.” * 
Moreover, it appeared that the Duluth and Winnipeg would now be 
extended since surveying parties were being sent out for this purpose. 
Hill’s only recourse, should the need arise, would be to complete his own 
proposed line and meet this threat of competition. 

The panic of 1893 practically solved Hill’s problem, however, for 
before Van Horne could put his plan of extension into action, the panic 
struck, throwing the balance of power in Hill’s favor. Not only was 
the Duluth and Winnipeg hit by the panic, but it also lost its connection 
to the Mesabi Range, its main source of traffic. In August of 1893, the 
Merritts completed their own line into Duluth and thereafter shipped 
over that route.? Thus, having no traffic to speak of, the Duluth and 
Winnipeg was “adrift.” The Canadian Pacific, also hard hit by the 
panic, was unable to come to the aid of the road, and so again, at least 
for the time being, it presented no immediate problem for the Great 
Northern. In October of 1894 the Duluth and Winnipeg went into 
receivership. With the possibility of its acquisition now appearing more 
favorable and the threat of competition abated, Hill’s strategy was to 
await further developments. 

With the Duluth and Winnipeg in an almost hopeless financial 
condition, it appeared that it might easily fall into Hill’s hands; but 
such was not the case, for in the fall of 1895 the Duluth and Winnipeg 
once again became an ore-carrying road in an almost Horatio Alger 
fashion. Its new connection to the Mesabi Range was the Duluth, 
Mississippi River and Northern Railroad, a road built and owned by 
two lumbermen. These pioneer lumbermen, A. W. Wright and C. H. 
Davis of Saginaw, Michigan, had acquired a large acreage of timber at 
early land sales in Minnesota. Much of this land, as it later turned out, 
was on the Mesabi Range. 





T Walter Vaughan, The Life and Work of Sir William Van Horne (New York: The Century 
Co., 1920), pp. 217-255. 

8 Guarantee Trust vs. Duluth and Winnipeg et al., U. S. Circuit Ct., Dist. of Minnesota, 
Fifth Division, 190 (1895), letter of Sir William Van Horne to W. H. Fisher, General Manager, 
Duluth and Winnipeg Railroad, January 16, 1893. 

9 Timothy Foley et al. vs. Guarantee Trust, U.S. Circuit Ct., Dist. of Minnesota, Fifth 
Division, 233 (1896), affidavit of William Van Horne, April 30, 1896, p. 4. 
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In 1892, Wright and Davis began construction on a railroad to log 
their lands. Its southern terminal was on the Mississippi River, about 
six miles south of the Duluth and Winnipeg road. The main line of 
the Wright and Davis road, as it was called, was pushed north as 
rapidly as the land was logged. By 1894, the road had been extended 
about 35 or 40 miles north and had reached a point near Hibbing when 
the Mahoning Mine, one of the Mesabi “giants,” was discovered about 
two miles west of Hibbing on Wright and Davis property. A short spur 
was built to the Mahoning Mine, and in 1895 its ore was being sent to 
Superior over the Wright and Davis and the Duluth and Winnipeg 
roads.”° 

This new source of traffic shored up the wavering fortunes of the 
Duluth and Winnipeg, and finally in December of 1896 the Van Horne 
group reorganized the Duluth and Winnipeg as the Duluth, Superior 
and Western Railroad. Although this road was a valuable defensive 
weapon and a potentially heavy traffic line, it had become a burden to 
the Canadian Pacific in view of the substantial outlays that would be 
required to place it in a good operating condition. Thus, in June of 
1897, the Duluth, Superior and Western was sold to Hill.” 

After the acquisition of the road, the Great Northern completed 
construction of its projected route west, using the 85 miles of the for- 
mer Duluth and Winnipeg line between Cloquet and Deer River 
as part of the route. The line was completed in September of 1898 and 
ran from Crookston to Superior. The occasion was marked by a “colos- 
sal” celebration in Superior.’” And, according to the statistician of that 
city, wheat began pouring into Superior over the new route at a rate as 
high as 1,000 cars a day.”® 

It must be kept in mind that although the primary purpose for the 
completion of this route had been to give the company a shorter route 
to the West, with the acquisition of the Duluth and Winnipeg the Great 
Northern had then become an ore-carrying road. Thus began the Great 
Northern’s ore-carrying history. 

The Duluth and Winnipeg, however, had not had its own line into 
the Mesabi Range and was entirely dependent on the Wright and 
Davis road for its ore traffic. The latter road gave the Duluth and 





10 Foley vs. Guarantee Trust, 233, affidavit of J. W. Fitch, General Manager of the Duluth 
and Winnipeg, April 30, 1896, p. 9. 

11 Memorandum from Mr. C. E. Jefferson, Vice President of the Canadian Pacific Railway, 
May 3, 1955. Records of the Great Northern give the date of the sale to the Eastern Railway 
of Minnesota, a subsidiary of the Great Northern, as June, 1898. 

12 Superior Inland Ocean, September 24, 18098. 

13 Report of the Statistician of Superior, 1899, p. 12. 
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Winnipeg line over 500,000 tons of iron ore traffic in 1897 and again 
over 500,000 tons in 1898. In spite of the obviously strategic position of 
the Wright and Davis road, Hill did not evidence any interest in acquir- 
ing that road, even though it was “on the market,” until he was urged 
to do so by his son. Hill’s son was in charge of the Great Northern’s 
operations at the head of the Lakes, and Hill said, “He was very anxious 
that I should come up and look the ground over. He attached a great 
deal of importance to the transportation of the ore.” ** 

Hill went to the range in his private car and examined the Wright 
and Davis lands. This was Hill’s first trip to the Mesabi Range; before 
this he had never been up on the range.”” Although Hill had not yet 
become greatly interested in Mesabi iron ore, there was an air of 
urgency in his trip to the range. For at that time the Consolidated 
Mines Company, a Rockefeller company, was interested in acquiring 
these lands. Hill had to act fast if he wished to keep this ore traffic for 
the Great Northern. If the Rockefeller company purchased the lands 
it would logically transport the ore over the Duluth, Missabe and 
Northern, which had been acquired from the Merritts. 

Within a short time, therefore, Hill met Wright and Davis in Chicago 
by appointment. Mr. Hill related that Wright was an old man and that 
he was anxious to close out his entire interests on the Mesabi, both the 
railroad and the ore lands.’* Thus, in December of 1898, Hill entered 
into an agreement with Wright and Davis for the purchase of the rail- 
road and the ore lands, which were to form the nucleus of the Great 
Northern’s profitable iron ore traffic. 

In fact, when Hill boasted in 1906 that “never in the whole world 
has the same amount of track moved the same tonnage, or approached 
it,” ** he was referring to ore that came largely from the Wright and 
Davis lands and the Mahoning Mine in particular—ore that was sent 
over the old Wright and Davis and Duluth and Winnipeg lines to the 
ore docks at Superior. 





JosepH W. THompson, Michigan State University 


14U.S. Congress, Hearings before the Committee on Investigation of the United States Steel 
Corporation, 62d Cong., 2d Sess., House (Washington: Government Printing Office, 1912), 
p. 3155. J. N. Hill was then the president and L. W. Hill was the vice president of the 
Eastern Railway Company of Minnesota, a subsidiary company of the Great Northern at 
the head of the Lakes. 

15 U.S. Congress, U. S. Steel Hearings, p. 3155. 

16 U.S. Congress, U. S. Steel Hearings, p. 3155. 

17 James J. Hill, “Railroad Problems, Difficulties and Needs of Transportation in the United 
States,” address given by J. J. Hill before the Interstate Commerce Commission, Minneapolis, 
Minnesota, December 20, 1906. 








A Comparative Analysis of 
Economic Development in the 
American West and South * 


I 


N 1930, the West—for present purposes, Kansas, Nebraska, the 

Dakotas, Montana, Idaho, Wyoming, Utah, and Colorado—had a 
level of per capita income payments that stood at 79 per cent of the 
national figure. In that same year, the figure for the South—Kentucky, 
Tennessee, Virginia, the Carolinas, Georgia, Florida, Alabama, Missis- 
sippi, Louisiana, and Arkansas—was 51 per cent.’ 

This West was part of what used to be called the Great American 
Desert. The South, physically, has been thought of since the beginning 
as “the garden spot of America.” Although it is not true that the West 
is a desert, nor the South a garden spot, the South has the better re- 
sources—in the combined terms of soils, waterways, climate, terrain, 
minerals, timber—and, of course, a much more abundant labor supply. 
‘And yet, the economic development of the West surpassed that of the 
South, using almost any criteria of economic development. 

Because of the divergent characteristics of past economic develop- 
ments in the West and the South, using the time period 1865-1930, 
their comparative treatment may enable us to tighten up our notion 
of the meaning of “underdevelopment,” and extend our understanding 
of the process of development by illuminating those aspects of the 
developmental process that are fundamental and those that are inci- 
dental, either as obstacles or stimuli. There will be no pretense here of 
uncovering new data; rather, I shall attempt to reorganize what is well 
known. 

Unintentionally, a by-product of this analysis will appear as a repudi- 
ation of the theme of these meetings. For, taking the development of 


* The Author expresses his gratitude to John A. Brittain, A. E. Kahn, Emmett Rice, and 
Peter Vukasin, his colleagues at Cornell University, for their very helpful and stimulating 
criticisms of this study while it was in process. 

1U. S. Bureau of the Census, Statistical Abstract of the United States, 1954 (Washington, 
D.C.: U.S. Government Printing Office, 1954), p. 306. The “West”? may of course mean any 
area west of Manhattan, the Appalachians, the. Mississippi, or whatever. Had I chosen to 
include in my “West” the Far West, and/or states east of Kansas, my argument would have 
been made easier, for of all regions called ‘‘West,” the area I have chosen is the poorest. In 
delineating the South, I have left out the “Southwest.” To have done otherwise would have 
unnecessarily blurred, without adding to or weakening, the analysis. I stop at the year 1930 
because of the periods of depression and war that followed, during which national crises. 
overwhelmed regional characteristics. 


558 





Economic Development in West and South 559 





the West at any time, and through time, it is difficult to conceive of it 
as being, in any acceptable sense, an underdeveloped region. Up until 
1930, at least, quite the contrary is true of the South. 

The argument here will be a familiar one, which nonetheless re- 
quires continuous reiteration, and which certainly can stand further 
substantiation: namely, that the core of the developmental problem is 
institutional.” This is not to overlook the obvious fact that resources, 
natural and human, must be obtainable if things are to be produced. 
But the mere presence of a “good” resource base does not insure eco- 
nomic development, as witness the difference between Russia and the 
Soviet Union; and the presence of a relatively “poor” resource base 
does not preclude substantial achievements in production, per capita 
income, health, education, and the whole run of other advantages 
associated with development, as witness, say, Japan. This is merely 
another way of saying that the nature and the extent of resources are 
of course meaningless apart from the social context within which they 
exist. And it is differences in social context that so strikingly set apart- 
the West from the South. 

The social context, in the West, was such that its resources were 
exploited rapidly and successfully (ignoring conservation criteria), and 
apparently close to their potential, given time and circumstance. The 
South, with a markedly better and more diversified resource base, 
lagged miserably, not only behind the nation as a whole, but also well 
behind the West. The basic reason for these disparate, and on resource 
grounds unintelligible, developments is that western development was 
ancillary to that taking place to the east of it; that the physical differ-. 
ences between West and East were, Webb’s “institutional fault” to the 
contrary notwithstanding,’® unmatched so far as key institutions affect- 


2My attention was first drawn to the South as a clear illustration of this position by 
Professor Sanford A. Mosk. For a brief and useful statement of the “‘institutionalist” position, 
see Mosk’s “Latin America versus the United States,” Papers and Proceedings of the American 
Economic Association, XLI, No. 2 (May 1951), 367-383. 

3 Walter Prescott Webb, in his well-known The Great Plains: A Study in Institutions and 
Environment (New York: Ginn and Company, 1931), dealt with an area not coextensive 
with my “West,” but one that included it, and a good deal more. It was his view that the 
physical environment of the Great Plains “bent and molded Anglo-American life . . . destroyed 
traditions, and... influenced institutions in a most singular manner” (p. 8). This is 
certainly wrong on matters affecting economic development. Shannon would add that it is 
probably wrong on almost all but the most trivial institutional relationships. See the latter’s 
lengthy critique of Webb (and Webb’s rejoinder) in Critique of Research in the Social Sciences: 
Ill, An Appraisal of ... “The Great Plains’ (New York: Social Science Research Council, 
1940), by Fred A. Shannon, pp. 3-135. 
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ing development were concerned. In the last analysis, the economic de- 
velopment of the West cannot be looked upon as a regional develop- 
ment; it is the physical extension of dynamic developments taking 
place to the east and overseas. 

The South, on the other hand, was mot an extension, or, in an 
important sense, even a part of an industrializing America. The South 
was one of America’s colonies; it was, as Cash has put it, “another 
land, sharply differentiated from the rest of the American nation, and 
exhibiting within itself a remarkable homogeneity.” It is the component 
parts of that “homogeneity” that deserve extended treatment, for they 
were antithetical to healthy, sustained economic development. If, as 
seems to be true, the South is currently engaged in a process of rapid 
economic growth, it is precisely because its “homogeneity” is crumbling, 
largely under the combined impact of two world wars, a major depres- 
sion and a long world-wide boom. 





II 


Out of the hubbub over underdeveloped areas that has sounded 
for the last decade or two, we should be in a position to state simply 
the major defining characteristics of such areas, in terms of quantity, 
quality, and process. Quantitatively, underdevelopment is expressible 
in terms of per capita income, the degree of surplus (savings and 
investment), levels and patterns of consumption and investment, and 
productivity; in measures of health, education, etc., where the bias 
is heavily toward lowness and inadequacy. Qualitatively, the under- 
developed society exhibits a structure of production, ownership, and 
control which, taken together with thin and shallow markets, and 
an absence of adequate financial institutions and the factors making 
for external economies, combines to keep the quantitative achievements 
of the society at a low level. Often there is an associated population 
problem that holds back growth and wipes out gains. In terms of 
process, the underdeveloped society is one that is spinning its wheels 
in the mud; which, to use the more common metaphor, is revolving 
slowly and helplessly within a series of intertwined vicious circles. 

Did the American West fit this definition? Of course not. We may 
note that the productive structure of the West has been dominated 
by primary production; that much of the ownership (particularly in 
‘railroads, mining, cattle, and timber) was nonwestern; that Westerners 
were faced with unfavorable terms of trade in their dealings with the 
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more powerful East; that the per capita income of Westerners through- 
out our period and to this date is lower than that of those to the east of 
them above the Mason and Dixon line, and lower than those in the Far 
West. These and other particular characteristics often associated with 
underdevelopment may be found in the West. What cannot be found 
is the over-all quality of underdevelopment: the matrix of inhibiting 
institutional relationships is almost totally absent. The West, from 
its inception as a settled area, was possessed of vitality; it continually 
changed and expanded.* 

The West was settled and exploited in a series of booms: railroad 
booms, cattle booms, farming booms, mining and timber booms. 
These booms were in time followed by the rise of commercial and 
financial nuclei, and by the growth of secondary industries. That much 
of the profitability of the booms may have drained out to eastern (and 
some foreign) owners is true, but because the West was an integral part 
of the society to which the largest part of it went, the drain did not 
have a long-run negative impact on development possibilities, although 
it did affect the distribution of income as between West and East. 

In its critical period of development, the thirty years or so following 
the Civil War, the West was of course subjected to falling prices for 
its goods—as was the rest of the nation, and the rest of the world. As is 
well known, price drops were a consequence of newly opened food 
lands, and a connected rapid improvement in technology, transporta- 
tion, and communications. Western resources were exploited ruthlessly 
and often stupidly, as were western miners, farm workers, and loggers; 
and many western farmers sank into tenancy or were pushed out of 
farming. But through it all western production and productivity grew, 
so much so as to provide simultaneously a rising level and improving 
quality of life for Westerners, cheap food and raw materials for the 
rest of the country, and a surplus of foodstuffs that played a crucial 
role in our balance of payments. 

In brief, the West was never a region faced with a development 
problem. It developed as an outcome of the needs of the rest of the 
nation, and out of its inherent possibilities as an area empty of people 
(except the easily brushed-aside Indians), and relatively well equipped 
with natural resources. Extravagant and some not so extravagant hopes 


4 The literature on the West is abundant, but largely unsystematic, and highly romanticized. 
Comprehensive bibliographical materials may be found in Ray Allen Billington, Westward 
Expansion (New York: the Macmillan Co., 1950), and in Fred A. Shannon, The Farmer’s 
Last Frontier (New York: Rinehart and Co., Inc., 1945). 
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pulled people and capital out of the regions of the East and from 
Europe—both on the make, the people ambitious and relatively flexible, 
the capital speculative and always forthcoming; albeit at high rates. 

The story of the impact of technology on western farming has been 
told frequently and well. The point of it, for present purposes, is 
that the West was quick to adopt relevant new techniques on a general 
scale.° If settlement was to take place in the West, it had to take 
. place with a more capital-intensive agriculture than had existed in 
the regions to the east and south. Fencing and barbed wire, deep 
wells and windmills, seeds and agricultural science; all had to be 
experimented with if the Plains were to be cultivated. Given the 
climate and soils, a labor-extensive agriculture had to be practiced, 
and cultivation had to be mechanized. The needs were faced, the 
technical problems were solved, and settlement rapidly followed the 
solutions. What is true of agriculture—the necessity of adopting new 
techniques—is true of cattle raising, of mining, and of timber exploita- 
tion, though fewer people and therefore less drama were involved. This 
was an area that innovated quickly and extensively, held back only 
- briefly by preconceived notions, driven on by a “boomer” optimism and 
a materialistic social philosophy. 

Puritanism in Kansas and Mormonism in Utah, to mention the most 
. striking cases, combined religion and economics to promote* rapid 
development. For the region as a whole, it is clear that the social 
outlook of the people was completely in harmony with sustained eco- 
nomic growth, particularly with the prodding of an East and a world 
hungry for raw materials and food. Though we may deplore wheat 
cultivation in lands better suited to grazing, though many “busted” 
in Kansas and points west and north, though we may muse on the 
ultimate meaning of wasted mineral and timber resources, we cannot 
argue, at this point in our history, that economic growth was sickly, or 
its results unfortunate, in the West. 

Perhaps it was the relatively lower levels of income in the West 
that led to the notion that it was underdeveloped. Perhaps it is the 
still wide-open spaces. But if underdevelopment is to have any serious 
meaning, that meaning must lie in the realm of comparing actual with 
potential. Looking back at the West, it is hard to imagine how, given 





5 The development and adoption of agricultural machinery is given a lucid and detailed 
treatment in Leo Rogin, The Introduction of Farm Machinery in its Relation to the Productivity 
of Labor in the Agriculture of the United States During the Nineteenth Century (Berkeley: 
University of California Press, 1931). Rogin was concerned with a longer time period and 
a broader area than the West as here defined. 
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the technology and markets of the period 1865-1930, much more could 
have been made of the area. 





III 


The West remained empty until its resources could fit the needs 
of the vigorous East. As such, vested interests and inhibiting forms 
of economic and social organization were absent. There were no signifi- 
cant institutional obstacles to the maximum development of western 
resources. And when settled, the West was thinly settled, by people 
whose eyes were fixed on the main chance. 

The South, of course, stands in sharp contrast. As the southern 
region moved through time, it developed a set of institutions and 
accompanying attitudes which, intensified by the shock and chaos flow- 
ing from the Civil War, produced a formidable barrier to the achieve- 
ment of rational economic organization. At the terminal year of this 
study, 1930, the South presented an almost classic picture of an under- 
developed society.® 

Per capita income in the South in 1929 was $365, the lowest of any 
region in the nation—about 60 per cent of the West’s, and about 39 per 
cent of the Far West’s. Illiteracy rates for the eleven southern states were 
among the highest fourteen in the country (the other three were in the 
Southwest) ; the nine western states (with the exception of Colorado) 
ranked among the twelve lowest in illiteracy. Estimated tangible wealth 
per capita in the South did not rise above $2,000 for any state in 1930; 
no state in the West fell below $3,000. Value added per wage earner 
in the South in 1929 was 60 per cent of that in the West. With 4o per 
cent of the nation’s farms in 1930, the South had 56 per cent of the 
nation’s tenants. With a sixth of all the nation’s croplands, in 1929, the 
eroded lands of the South used two thirds of the fertilizer used in the 
nation; with a fifth of the agricultural income, the South paid three 
fifths of the nation’s fertilizer bill. The South ranked lowest in terms of 
health, with a particularly high incidence of diseases associated with 
malnutrition and poverty, such as pellagra and tuberculosis. Malaria 
alone was estimated as late as 1938 to have reduced the industrial output 


6 Howard W. Odum, Southern Regions of the United States (Chapel Hill: The University 
of North Carolina Press, 1936) is a most valuable study, containing well-arranged data on 
almost every conceivable technological, cultural, and physical characteristic of the South, most 
of which are compared on a state-wide basis for the entire nation. I have relied heavily on 
Odum for the factual material in this paper. 
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of the South by one third.’ And so on, with other measures of under- 
development. These were the “fruits” of the southern industrialization 
process up to 1930. 

“The nation’s No. 1 economic problem,” as Roosevelt called the 
South in 1938, was also the nation’s No. 1 political problem, and, of 
course, the nation’s No. 1 social problem. All grew from the same core 
of institutions; and these, in combination, retarded and stultified 
southern development. What was that core? 

It consisted of three elements: cash crop monoculture, the plan- 
tation system, and Negro slavery. All these elements were present in 
some degree in the colonial period, when the major crops were tobacco, 
rice, and indigo. But during the colonial period, and for a generation 
or so after independence, the South possessed a relatively diversified 
economy. Its peak in diversification—in agriculture and industry— 
was probably reached between 1810 and 1820.° With the cotton gin, 
cotton could not but become king. King Cotton brought about the 
decay of small manufactures and what diversification there had been 
in agriculture, and ineluctably eliminated meaningful protests against 
slavery.’ 

Negro slavery and the plantation became simultaneously the roots 
from which stemmed the economic, social, and political life of the 
South. The planter naturally took over the best lands, whether for 
cotton, rice, sugarcane, or tobacco, and the small farmer was squeezed 
into the pine barrens, the hills, or out of the South. If he stayed in the 
South, the onetime small farmer might become a planter’s overseer, or 
he might, rarely, become a planter himself. Most likely, he added to 
the ever-growing poor white group. There was no place else to go for 
most whites but down, or out. 

As the American version of the /atifundia, plantations were the 
ganglia of the southern economy. The plantation did its own marketing 
and buying (operating through the factor, the commercial and financial 
representative of nonsouthern interests), often produced, and always 
distributed the goods needed for all people and functions on the 





7 National Emergency Council, Report on Economic Conditions of the South (Washington, 
D.C.: U.S. Government Printing Office, 1938), pp. 29-30. In 1938, two million people —, 
presumed to have malaria in the South. 

8 There seems to be little dispute over this point. For a fuller discussion, see Harriet L. 
Herring, “Early Industrial Development in the South,” The Annals, 153 (January 1931), 
pp. 1-10. This issue of The Annals is wholly devoted to industrialization in the South. 

®Broadus Mitchell and George Sinclair Mitchell, Industrial Revolution in the South 
(Baltimore: The Johns Hopkins Press, 1930), pp. 1-7, contains a brief summary of this process. 
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plantation. The growth of a middle class was thus stunted. There was, 
of course, no wage system on the plantation. Nor was there much work 
to be had for those off the plantation. The Negro did the agricultural 
work on the plantation, and he was also the skilled and unskilled 
artisan on and off the plantation. 7 

As is well known, the plantation was only formally diereened by 
the southern defeat in the war. Large-scale ownership remained the 
dominant characteristic; what changed was the identity of the owner. 
Increasingly, after the Civil War, the owner was absentee in location, 
northern in origin, and a commission house or banker in function. But 
the abolition of slavery required that a new means of getting the work 
done be found. 

The attempt was made, in the first two years or so following the 
War, to utilize the freedmen on a free, wage-labor basis, but it mis- 
carried. The freedmen, logically enough, could not be counted on to be 
around at the critical harvest time, voluntarily. Neither they, nor 
their poor white brethren, possessed land or tools or seed, and the 
planters wanted a guaranteed labor force. By 1867 the sharecropping 
and tenancy system began to spread rapidly throughout the South, as a. 
natural and easy outgrowth of the combined needs of the propertied and 
propertyless. “Guarantees” for labor were provided by the commercial 
and financial system that grew up simultaneously with cropping and 
tenancy: the furnishing and supply system, and the crop lien.*® Once 
begun, there was no turning back, for cropper, tenant, planter, mer- 
chant, or creditor (where the latter three were often two, and some- 
times one). 

The differences between the plantation-cum-slavery system of the 
ante-bellum South and the system just described were that the Negroes 
were now debt slaves, or peons, rather than chattel slaves, and probably 
lived less well, the growing class of poor whites, who had at least not 
been enslaved before the War, now joined the Negroes, and in numbers 
ultimately outstripped them. Of the approximately 1,800,000 tenants 
(including croppers) in the cotton belt in 1930, over 1 million were 
white, slightly under 700,000 were colored.” 





10 On the persistence of the plantation system, see Roger Wallace Shugg, “Survival of the 
Plantation System in Louisiana,” Journal of Southern History, Il, No. 3 (August, 1937), 
311-325. For the post-bellum labor system, see Oscar Zeichner, “The Transition from Slave 
to Free Agricultural Labor in the Southern States,” Agricultural History, XIII, No. 1 (January 
1939), 22-32. 

11 Charles S. Johnson, Edwin R. Embree, and W. W. Alexander, The Collapse of Cotton 
Tenancy (Chapel Hill: The University of North Carolina Press, 1935), p. 4. 
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The furnishing and supply system extended credit to cropper, 
tenant, and planter, for guano, food, and, for those who could afford 
them, clothes and other articles..* Money rarely changed hands, and 
indebtedness was permanent and growing. Foreclosures, which were 
frequent (and unpublicized), changed the form but not the functioning 
or the results of the system, which was highly exploitative. Illiterate and 
ignorant Negroes and poor whites had neither the information nor the 
power to recognize or demand honest bookkeeping. Even with honesty 
—and there appears to have been some—the risks for the lender were 
high, and interest rates were accordingly oppressive, often running be- 
tween 4o and 80 per cent per annum. With poor techniques, low pro- 
ductivity, mined soil, and high fertilizer costs, with continually fluc- 
tuating and secularly falling prices for their crops, the agriculturalists 
in the South (often including the planter) fell ever more hopelessly into 
a vicious downward spiral: deadening commitment to the cash crop, 
' rising costs, falling prices, increasing indebtedness, poverty and, for 
most, peonage. The movement toward the deconcentration of land 
ownership after the Civil War was reversed. By 1930, it is estimated 
that 30 per cent of cotton lands were owned by insurance companies 
and banks.”* 

Apart from the legal commitment to the cash crop required in the 
crop-lien contract, the Southerner was in any event unable to diversify. 
Away from the rivers, the road system, if the lack of roads may be called 
a system, prevented the marketing of anything but the cash crop, which 
did not perish with time and heat. And had there been roads, there 
were no marketing arrangements. Add to it all the lack of substantial 
opportunities in secondary and tertiary industry even during the 
“industrial revolution in the South,” and the highest rate of population 
growth in the nation, the South found itself in the familiar pattern 
of overcrowding on the land, fragmentation, increasing pressures, and 
rural idleness. By the 1880’s the social situation in the South had 
become explosive. 





IV 


Railroads, mines, and mills had of course existed in the South 


12 For an extended discussion of this system, see Thomas D. Clark, “The Furnishing and 
Supply System in Southern Agriculture Since 1865,” Journal of Southern History, XII, No. 1 
(February 1946), 24-44. 

13 Johnson, Embree, and Alexander, The Collapse of Cotton Tenancy, p. 33. 
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before the 1880’s and they had been profitable. But around 1880 
there began a rapid expansion of all three, at a rate that was un- 
precedented for the South. The “industrial revolution” in the South 
was given its impetus by many factors, including eager capital from the 
North and from England, and the favorable location of raw materials - 
and power sources, but the most important were the tinderbox social 
situation and a large, unused labor pool. The latter made it possible for 
wages to be kept low and hours long, and the former made it imperative 
that some outlets for the labor of impoverished poor whites be found. 
The two were of course but different sides of the same coin. 

Railroad mileage more than doubled in the South in the 1880’s. 
The public lands were thrown open for sale for a decade or so after 
1877, and were swallowed up almost completely in vast tracts by pre- 
dominantly nonsouthern railroad and timber interests.“* Pig iron 
production in the Birmingham area rose by seventeen times in the 
space of twenty-five years, and coal mining expanded in rhythm. 
Tobacco processing and cigarette manufacturing became a big business, 
particularly in North Carolina, and, of course, it was in the 1880’s that 
the southern cotton mills began their spectacular rise.”® 

In 1870 there were 151 cotton mills in the South, in 1880 there were 
161, in 1890 there were 239, and by 1900 there were 4o1 mills. In that 
period, capital invested had risen from $11.1 millions to $124.6 mil- 
lions; the cotton processed had risen from about 34 million pounds 
to about 708 million pounds, and the number of factory operatives 
had risen from a little over 10 thousand to almost 98 thousand. By 
1930 there were 280,000 cotton-mill workers, and the South had over 
half the active spindles in the country.’® The associated cottonseed 
oil industry also grew rapidly, immediately stimulated by the great 
need for fertilizers in the area; ultimately to be used for oleomargarine 
and other products. As time went on, the South’s great forest re- 





14 See Paul Wallace Gates, “Federal Land Policy in the South, 1866-1888,” Journal of 
Southern History, V1, No. 3 (Augusty1940), 303-330. For a decade or so after the War, 
southern public lands were restricted to homesteading. In the following decade, they were 
thrown open to public sale. Following that, the lands were again taken off the market; by 
that time there was little left, qualitatively or quantitatively. 

15C, Vann Woodward's Origins of the New South, 1877-1913 (Baton Rouge: Louisiana 
State University Press, 1951), is a penetrating study of the period and the area. Chapter V, 
“The Industrial Evolution,” is an excellent brief summary of the pace and quality of the 
industrial movement, narrowly defined. 

16 Broadus Mitchell’s Rise of the Cotton Mills in the South (Baltimore: The Johns Hopkins 
Press, 1921), is the definitive work on this movement. 
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sources were to be turned to furniture-making and paper products, 
and its phosphates, zinc, and bauxite were to be actively exploited. 

Surely this growth defies the notion that the South remained un- 
derdeveloped, throughout the period under examination? Not at all. 
For the quality of the development, the control over it, and its 
consequences cannot be said to have benefited or affected the majority 
of the people, nor to have furnished a basis for a sustained process of 
expansion. In 1930 only 19.6 per cent of Southern employment was in 
manufacturing and mechanical occupations, and one third of this was 
in the cotton mills.” 

Listen to Cash, a Southerner, as he tells us of the benefits to the mill 
worker of his new-found job: 





By 1900 the cotton-mill worker was a pretty distinct physical type in the South; 
a type in some respects perhaps inferior to even that of the old poor white, which 
in general had been his to begin with. A dead-white skin, a sunken chest, and 
stooping shoulders were the earmarks of the breed. Chinless faces, microcephalic 
foreheads, rabbit teeth, goggling dead-fish eyes, rickety limbs, and stunted bodies 
abounded—over and beyond the limit of their prevalence in the countryside. The 
women were characteristically stringy-haired and limp of breast at twenty, and 
shrunken hags at thirty or forty. And the incidence of tuberculosis, of insanity and 
epilepsy, and, above all, of pellagra, the curious vitamin-deficiency disease which 
is nearly peculiar to the South, was increasing.1® 


We may doubt that the cephalic index or the shape of the Southerner’s 
chin had changed within a few generations, but the general picture 
was still valid as late as the 1930’s in and around the mill towns. 

Of all the industrial workers the southern cotton-mill workers 
were perhaps the worst off, and the source of the greatest profits to 
southern and northern owners. It can scarcely be argued that the New 
England mill worker was well off; but it was the even greater exploita- 
tion of the mill worker in the South that acted as the most important 
justification of the new location of cotton textile mills. And this may 
be expressed in terms of lower wages and longer working days, and the 
extensive use of child labor. 

In 1900 the average wages of cotton-mill workers in the South 
were about half of those in New England; in 1927, average weekly 


« 


17]. J. Spengler, “Population Problems in the South—Part III,” Southern Economic Journal, 
IV, No. 2 (October 1937), 131 ff. Spengler’s “South” is a broader concept than that used above, 
which strengthens the point I am trying to make. 

18 W, J. Cash, The Mind of the South (New York: Doubleday and Company, 1954), pp. 
205-206. Originally published by Knopf, in 1941. 
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earnings in the five leading New England states were still 47.8 per cent 
higher than those in the five leading southern states. In 1900 the work 
week in the South was sixty-eight to seventy-two hours; in New 
England, it was fifty-six to fifty-eight."° Children labored for from 
twelve to fourteen hours a day, and in the poor-white family all able- 
bodied children worked. Without the work of the entire family, 
wages were insufficient for subsistence. And, if it be thought that the 
cost of living was lower in the South than in New England, and this 
seems to be the generally accepted notion, it is at least startling to 
read that a National Industrial Conference Board study of the cost of 
living in 1919 and 1920 found that the higher cost of food, clothing, 
and sundries in the South offset the lower cost of shelter, so that it 
cost a southern family anywhere from one to three hundred dollars 
more a year to live, in the towns studied (Fall River and Lawrence, 
Mass., and Greenville and Pelzer, South Carolina and Charlotte, North 
Carolina).”° Perhaps these figures are deceptive, because of the years 
or the manner in which they were gathered, but at worst they argue 
against any clear-cut lower cost of living in the South. 

How was the poor white held in the thralldom of low wages, long 
hours, miserable health, illiteracy, and the gamut of conditions that 
led him to be called “trash”? By several factors: the always great 
abundance of labor; the fact that he had been lifted from the brink of 
starvation to a position perhaps an inch or two removed; the fact that 
life in the mill town was in its basic essentials a continuation of 
plantation life, with not only the exploitation but the paternalism 
thereby implied; and by the “race issue.” The conditions of the mill 
worker were matched by those of his farming counterpart, and by a 
comparable situation for the entire South, which was an economic 
colony of the North. 

Some have been tempted to compare the “industrial revolution” 
in the South with the industrial revolution in England. The differences 
are so great, however, that it is doubtful that the term can be applied 
sensibly to what took place in the South. The process in England was 
dynamic and pervasive, ultimately bringing forth an economy widely 
diversified in its production. Industrial England had arisen from a pre- 
viously advanced commercial, financial, and efficient agricultural nation. 

Compare the South. There a transition was made from a virtually 
one-crop agrarian economy to a virtually one-product industry em- 


19 Mitchell and Mitchell, Industrial Revolution, p. 13. 
20 [bid., pp. 14-15. 
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bedded in a still heavily agrarian, backward society. Cotton textile 
production in England was but one step, and not the first step, in a 
long series, the upshot of which was to make England the industrial, 
political, financial, and military leader of the world. The South’s indus- 
trial development was as lopsided as its agrarian development. The 
South did not become less, but more heavily dependent on outside 
- capital. It did not develop a modern political system, but continued, 
even worsened, the nature and structure of political control of the 
ante-bellum period—minus whatever dignity might have been found in 
the earlier period. The South did not develop an empire on the basis of 
new-found strength; it became even more a colony of the North than 
it had been before the Civil War. Apart from its internal politics, the 
political position of the South in the nation was down, not up, from 
the earlier period. And so on. 

How can all this be explained? I have already argued that the 
three elements of the southern past that were decisive in its development 
after the Civil War were cotton monoculture, the plantation, and Negro 
slavery. Here I believe it is necessary to bring the role of the Negro 
in the South more sharply into focus. For after all else is said, it 
was the treatment of the Negro, and his numbers, that led all in the 
South—whether powerful or weak—to behave in such a fashion that the 
South could not emerge from its economically desperate ‘situation— 
until sucked out of its isolation by unprecedentedly powerful national 
and international developments. 


V 


What has been the role of the Negro in the South? Simply this: 
he was the basis of the southern labor system before the Civil War; he 
was, taken together with the land he worked, the wealth of that 
same South; owning him was the basis of the social prestige of the 
southern aristocracy; and the Negro’s existence, last but by no means 
least, enabled the poor white to feel somehow elevated. The Negro slave 
was the depth below the depth. After the Civil War, the freeman re- 
mained the rock on which the white’s respectability was based. But the 
Negro was also part of the enormous agricultural and industrial labor 
pool in the South. As such, the economic competition of Negro and 
white kept both impoverished, and ate away at the poor white’s illu- 
sions of respectability—thereby intensifying the race issue. 

The Emancipation Proclamation transformed the legal status of 
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the Negro, without bringing in its wake a lasting change in the sub- 
stantive economic, political, and social life of the overwhelming ma- 
jority of the Negroes. Indeed, it has been the attempts of whites to 
prevent such substantive changes that have given the Negro question 
its importance in southern life, and have been so important in condition- 
ing the entire quality of southern development. 

The profits of southern industry were dependent upon cheap and 
abundant labor. The self-respect of the mass of southern whites was 
dependent, to a critical degree, upon the existence of the underprivileged 
and oppressed position of the Negro. The power of southern business 
and political leaders rested on the creation and maintenance of the. 
one-party system, a post-bellum development in the South. The main- 
tenance of the South as an economic preserve of the North was de- 
pendent to an important degree on the continued political sterility of 
the South in national affairs. All these, of course, were interconnected. 

The basic nature of the southern economy owes its origins to cash 
cropping and the plantation system, with consequent weaknesses, 
stresses, and backwardness. But the prolongation of this situation, 
in an area contiguous to, and presumably part of, a nation that in the 
same period outstripped the world in its economic development, rested 
on the dominance of southern economic, political, and social affairs 
by the “race question.” Let me elaborate. 

When, in the late 1880's and early 1890's American labor and 
farmers heated to the boil that ultimately became Populism, they 
were joined by workers and farmers in the South, where, indeed, the 
demands were greater, the shouting more strident—for a while. Unions 
and farmers’ political groups would have been weak in the South in. 
any event, given the general surplus position of people in the South, 
and their isolation and ignorance. But in the South, the shapers of 
public opinion—newspapers and political leaders—had one weapon 
not available in the North: for the underprivileged in the South to 
achieve success, white and Negro had to combine forces. And when, 
for a short time, they did so, all the forces of the southern race mythol- 
ogy were brought to bear. Protest dissolved, and its place was taken 
by increased race violence, and continuing mass impoverishment.” 

That impoverishment was itself another potent obstacle to the 
development of southern industry, of course, and one that needs no 


21 See Jack Abramowitz, “The Negro in the Populist Movement,” Journal of Negro History, 
XXXVIII, No. 3 (July 1953), 257-289; also, see Woodward, Origins of the New South, 
chs. 8 and 9. 
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elaboration here. Southern industrial and farm workers were a market 
for only the barest of necessities, symbolized in the three M’s: meat 
(i.e., sowbelly), meal, and molasses. On the farm and in the town, the 
plantation tradition dominated all, in the sense that a genuine money 
economy existed neither in the ante-bellum nor the post-bellum South. 
The planter had provided all; the landowner, or the supply merchant, 
and the mill owner provided all. And the “all” in neither period con- 
stituted a market sufficient to justify the growth of industry in the South. 

What of the upper crust in the South? The middle class was 
stunted both before and after the Civil War, but that does not mean 
there was none. Rather, the size of the middle class necessary to 
provide the South with the enterprise and capital needed for balanced 
‘development was lacking. But a middle class existed, and it was its 
members who held both economic and political power. It was this group, 
made up of bankers, merchants, landowners, lawyers, speculators, and 
publicists, that fought for southern political autonomy and won it in 
the Compromise of 1877." It was this group that gave, as a guid pro quo, 
easy access to the natural riches of the South to those on the outside, 
a process that greatly furthered the economic domination of the South 
by the North. And it was this group whose political power was ulti- 
mately dependent upon the continuation of the one-party system. That 
meant the continuation of the Democratic Party as the white man’s 
party: i.e., the single-minded focusing upon the race issue as the domi- 
nant and persistent issue in southern politics. 

The North’s role in this power play was to sacrifice what had 
remained of abolitionist idealism for the right to plunder the South, 
and to look the other way in the long decades after 1877 when the 
common principles of American government were violated. 

The South got its railroads after 1877—one of its goals in the 
Compromise—but the price it paid was ownership and control by the 
‘North, and rates that fostered northern and inhibited southern develop- 
ment. The South, with the best natural location for a steel industry in 
the nation, saw its developed capacity in Birmingham bought up and 
restricted by U. S. Steel, in 1907, with the connivance of trust-buster 
Roosevelt. 

The North gave up political control of the South; the South gave 


22C. Vann Woodward, Reunion and Reaction (New York: Doubleday and Company, 
1956), provides a detailed and solid explanation of this important question. Originally 
published by Little, Brown and Company, 1951. 
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up political interference in the affairs of the nation, to keep political 
control of itself. For North and South alike this meant stability, for 


a genuinely democratic, represented South would dull the Gilded Age, . 


and free the Negro and the poor whites. 
VI 


This paper began with the hope that a comparative treatment of 
West and South would enable us to shed some light on the manner 
in which institutions affect economic development. After one has 
pointed to the initial “emptiness” of the West, and the long history 
of cash crop monoculture in the South, there seem to be at least three 
general remarks worth making. 

First, it may be noted that both West and South were short of capital, 
and thus had to rely on outsiders if investment was to take place. Both 
areas became, in some sense of the word, economic colonies. It is the 
difference in the “sense” as between West and South which is funda- 
mental, however. For the West, “colonial” status meant that some of the 
cream was skimmed off; that is, had ownership and control been 
indigenous to the area, more of the income generated would have 
stayed in the area. For the South, “colonial” status meant that the cream 
was skimmed off, too; but it also meant that development there was 
seriously unbalanced. 

The explanation for this difference leads to a second point. The West 
was exploited primarily because of the abundance of its physical 
resources. The South was exploited because of the abundance of its 


physical and its Auman resources. The individual and national advan- ’ 


tages to be gained from exploiting the potentialities of the West— 
in cattle, timber, minerals, and grains—did not require a superabundant 
pool of labor. Moreover, those who went to the West—from further east, 
or Europe—were geared to social mobility and, obviously, geographic 
mobility. When times worsened for Westerners, some fell into tenancy, 
but more left for the Far West, returned to the East, or became migra- 
tory, i.e., hobo labor. There was no such geographical mobility of the 
abundant labor in the South. Not until World War I, the depression 
of the 1930's, and, particularly until World War II, does substantial 
geographic migration of Southerners take place. The poverty and 
indebtedness of whites and Negroes is one explanation for their 
immobility. But certainly of equal importance is the uniqueness that 
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white Southerners attached to themselves—to leave the South would 
be to leave for another and an enemy country.” 

It seems to be undisputed that the major factor that attracted industry 
to the South was its cheap labor (which is not to overlook favorable 
resource factors). Cheap labor as a stimulus to industrial location may 
be counted as a favorable factor in the early stages of industrialization. 
But when cheapness takes on the overwhelming proportions it did in 
-the South, it appears to act as a decisive obstacle to balanced develop- 
ment. For, under such conditions, thé ability to attract industry becomes 
geared to the maintenance of general impoverishment. 

There was, of course, a “crusade”—and so it was called—to attract 
capital in the South, particularly from the 1890’s on. The crusade, from 
that day to this, self-consciously stressed the docility of southern 
workers, whether white or Negro. That docility can be explained in 
part by the abundance of the people, but a full explanation requires 
that the “race issue” be given its due. Terrorism must be added to 
‘explain the “docility” of Negroe’; the doctrine of white supremacy 
and the associated lack of sustained focus on economic issues must 
be added to explain the economic docility of the whites. 

Finally, one further difference between West and South may be 
.drawn. Politically, the West was part of the nation; the South was not. 
The West was never a powerful political region in our history, but 
it has been listened to, and it has been part of the mainstream of 
American economic and social advancement. The West had no reason 
to become or remain a separate region; it had every reason to catch 
up with, to become /zke the rest of the nation, and to fight legislatively 
toward thatend. ~ , : 

The South chose, both before and after the Civil War, to remain 
“another land.” The South’s participation in the political affairs of 
the nation has been more in the nature of keeping it apart from than 
of drawing it closer to the rest of the country—that is, the cardinal issue 
in the South, the issue that has absorbed its energies, its emotions, and 
its intellect, has been the negative one of maintaining a color caste 
society. But the ultimate price paid for the second-class citizenship 
of Negroes was the second-class status of the South in the nation. 
There is no reason to believe that the “price” will decline in the future; 
there is, however, some reason for believing that the willingness to 
pay the price is decreasing. 

Dovuctas F. Down, Cornell University 


23 Although I am unable to document it, I have heard of countless instances where Negroes 
were forcibly prevented from migrating—throtigh, e.g., the refusal to sell them railroad tickets. 











The Changing Pattern of 


American Economic Development 


HE name of our discipline, economic history, suggests the use of 

history in reaching economic conclusions, and the use of economic 
principles in classifying the findings of history. Actually, both practices 
deserve to be employed more than they are. This is an effort to employ 
a simple economic principle to reinterpret our nation’s economic 
development. The principle is that the cheaper a factor of production is, 
the more generously it will be used, and contrariwise, the more costly 
a factor of production is, the more sparingly it will be used.’ 

The productive factors are three in number, land, labor, and capital. 
Labor means paid human labor. Land means the earth’s surface and its 
resources as yet unimproved by human ingenuity. Capital means tools, 
equipment, plant, partly processed materials, and inventories. Money 
savings that may be used to pay for equipment and inventories are 
sometimes called “liquid capital.” Every economic activity of man 
makes use of these three basic factors in some combination, perhaps 
much labor and little land and capital, or perhaps much land and little 
labor and capital, etc. 

The United States has in less than two centuries passed out of an 
era of cheap land, to one of cheap labor, and then to one of cheap 
capital. Our country began as a nation of cheap land but of dear labor 
and capital. Later, after about the 1850’s, it was a nation of somewhat 
cheaper labor and of dearer land and of still fairly dear capital. Finally, 
after about 1915 it became a nation of relatively cheap capital, dear 
land, and except for the depressed 1930’s, of rather dear labor. I want 
to supply, first, indications of these situations and of these shifts. Then 
I shall cite examples of changing attitudes in economic thinking that 
reflected the underlying shifts in the relative values of land, labor, and 
capital. Finally, I shall note some of the legislation and public policies 
resulting from these shifts. 


I 


As long as this nation was in process of settlement, it was the 
prospect of acquiring one’s own land, and cheaply too, that attracted 


1 This is a corollary of the law of variable proportions. 
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Europeans here and that pulled settlers westward. It is hard for us 
today to realize how cheap land was then. The Louisiana Purchase 
cost us 3 cents an acre. Thomas Jefferson estimated in 1803 that it 
would be 1,000 years before the region east of the Mississippi would 
be fully settled.? At $1.25 an acre the government could sell only the 
best lands in Illinois in the 1820's. 

Labor, on the other hand, tended to be dear during the seventeenth 
and eighteenth centuries and in less settled areas well into the nine- 
teenth century. For example, in the 1690’s, New England wage earners 
got six times what those in Sweden earned, and wage earners in 
Pennsylvania did three times as well as those in Old England.* The 
anonymous author of American Husbandry wrote in the 1760’s, “I have 
more than once mentioned the high price of labor: this article depends 
on the circumstances I have now named: where families are so far 
from being burdensome, men marry very young, and where land is 
in such plenty, men very soon become farmers, however low they set 
out in life. Where this is the case, it must at once be evident that the 
price of labor must be very dear; nothing but a high price will induce 
men to labor at all, and at the same time it presently puts a conclusion 
to it by soon enabling them to take a piece of waste land. By day la- 
borers, which are not common in the colonies, one shilling will do as 





much in England as half a crown in New England. This makes it neces- 


94 


sary to depend on [indented] servants . . 

The nineteenth-century colonial statesman, Edward Gibbon Wake- 
field, openly blamed the institution of slavery on the low cost of land 
and the high cost of labor, saying that the importer of labor could 
not keep it unless he managed to put it in bondage. He contended that 
this situation had repeated itself many times throughout history and 
cited the examples of the overexpanded Roman Empire and its slaves, 
medieval Europe and serfdom, contemporary Russia, Brazil, and the 
United States.* 

Capital in this undeveloped country was extremely scarce. True, 
equipment did not have to be so elaborate and costly as it is today, but 


2Ernest L. Bogart, Economic History of the American People (New York: Longmans, Green 
& Co., 1935), p. 258. 

3 Victor Clark, History of Manufactures in the United States (New York: McGraw-Hill Book 
Co., 1929), I, 155-157. 

4 Harry J. Carman (ed.), American Husbandry (New York: Columbia University Press, 1939), 
pp. 53-54. A half crown was two and a half shillings, or 60 cents. 

5 Guy S. Callender, Selections from the Economic History of the United States, 1765-1860 
(Boston: Ginn and Co., 1909), pp. 742-747. 
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the need for working capital to pay wage earners, hold inventory, wait 
out long weeks of transportation, and extend long-term credits to 
customers was relatively more important. In cases where a large initial 
outlay was required, the funds either had to come from abroad or the 
project was not likely to last long. Projected iron works in Virginia in 
1688 and in New York in 1712 were not carried through for this reason. 
Loanable funds earned a high rate of interest. Theodore Carlson cites 
35 per cent in Edwardsville, Illinois in the 1820’s for mortgages, 10 
per cent a month for a short-term loan, and 50 per cent per year for 
a long one. Merchants frequently charged 12 per cent on running 
accounts.® Even high-grade American investments earned about 2 per 
cent more than similar English or Dutch investments in the 1830’s. 

The economist in this period who had probably the greatest influence 
on the formation of public policies and on shaping the economic think- 
ing of businessmen and government officials was the Scotsman, Adam 
Smith. His book, An Inquiry into the Nature and Causes of the Wealth 
of Nations, emphasized how important it was that each man be 
permitted to follow his own self-interest—this would benefit society in 
the long run—how vital capital was, and how important those who 
saved were to society by providing it with more capital. As for labor, 
that was the source of value, and was also highly important. It is small 
wonder that a man holding such views influenced public policies in 
our land of freedom and opportunity, of scarce labor and dear capital. 
One contemporary of Smith accurately prophesied in 1797 that Smith 
“would persuade the then living generation and would govern the 
next.” * Dean Louis Hacker shows in a forthcoming biography of 
Alexander Hamilton that Hamilton had read his Smith carefully and 
more than once lifted sentences or even paragraphs to use in speeches 
and writings.® 

Certain public policies and attitudes made their appearance from this 
over-all arrangement or balance of the three factors of production. 
Because labor was scarce, slavery, which English-speaking people had 
been abolishing in England since the fourteenth century, was revived 
in the seventeenth century in America and lasted, with ups and downs, 
and was stoutly defended until the middle 1860’s. Immigration restric- 


6 Theodore Carlson, The Illinois Military Tract, Ulinois Studies in Social Sciences, XXXII, 
No. 2, (Urbana: University of Illinois Press, 1951), 51 n, 53, 87. 

7 John F. Bell, History of Economic Thought (New York: The Ronald Press Company, 1953), 
p. 164. 

8 Louis Hacker, “Alexander Hamilton and the American Tradition.” To be published by 
McGraw-Hill Book Co. in 1957. 
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tion was unknown. The emphasis in inventions was on “laborsaving 
devices,” not on land- or resource-conserving equipment. 

To encourage the formation of capital, governments lent a hand. 
Victor Clark says, “The frequent subsidies to manufactures in New 
England, and later in Pennsylvania in the colonial period were public 
efforts to supply this lack of capital. Town aid to mills was very com- 
mon,” and “Lack of private capital and the inexperience of the colonists 
in collective capitalist undertakings caused the legislature to foster by 
public loans, new industries requiring a large investment.” ° 

The printing of paper money is usually thought of as a way to 
discourage capital inflow, but it was the shortage of capital and of 
liquid capital that led to paper money legislation in the first place. 
Lack of supplies and equipment could most readily be remedied by 
possession of money and so the colonies urged the printing of money, 
allegedly to enable them to increase their trade with England. Too 
much paper money in the colonial period and during and after the 
Revolution led to serious inflationary experiences. This was one of the 
situations that so worried men of capital that they became a militant 
minority which finally pushed through the American Constitution, one 
of whose basic aims was to provide a strong government that would 
protect property. It forbade the states to make paper money legal tender 
or to impair obligations of contract. Business soon prospered and by 
more than coincidence business corporations made their appearance 
in the 1790’s to establish toll roads, banks, bridges, and other needed 
improvements. But state and federal governments were still relied upon 
to provide the capital for the biggest banks, for the longest toll road 
(the National Road), and for most canals. Nevertheless the man of 
capital had a fairly free hand—this was an era of growing Jaissez faire, 
relatively speaking, for most business. The example of Massachusetts 
refusing for a time to allow her corporations to enjoy limited liability, 
with some resulting discouragement to new incorporations, had its 
effect on the legislatures of other states: they permitted limited 
liability.”° 

The plentifulness of land and resources is reflected by the widespread 
custom of “butchering the soil” of which European travelers so often 
made mention. It is also seen in the increasing willingness of the 


9 Clark, Manufactures in the U. S.,1, 41, 42, 152. 
10 Joseph G. Blandi, Maryland Business Corporations 1783-1852, Johns Hopkins Studies 
in Historical and Political Science Series, LII, No. 3 (Baltimore: The Johns Hopkins Press, 


1934), 45-56. 
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federal government to sell its lands more cheaply, finally reaching the 
give-away point with the Homestead Act of 1862. 

It is difficult to assign any precise date, or perhaps even a precise 
decade when the era of cheap land tapered off and the succeeding era 
of cheap labor began. Immigration, the receding frontier, population 
growth, industrialization, improved transportation, and urbanization 
were important factors leading to the shift. It probably took place about 
1850. 


II 


America could hardly have become industrialized, after the manner 
of England some years before her, if labor and capital had not become 
more plentiful. And it was not so many years before the public became 
aware that our natural resources were not inexhaustible after all. These 
changes in the relative values placed on the factors of production 
gradually made their effects felt in changing economic policies and in 
new economics. Perhaps the least often recognized change in production 
factors is the shift from dear labor to relatively cheap labor. 

Down to 1842 immigration never exceeded 100,000 in any year and 
it averaged about 65,000 per year for the preceding decade. But after 
1845 it was over 200,000 and averaged 300,000 per year for the ensuing 
decade.” Potato famines, the lure of gold, and revolutions all played 
their part in bringing immigrants here. The immigrants were chiefly 
men in the prime of life, between 15 and 39 years of age. The proportion 
of foreign-born to American-born persons reached its high point in our 
immigration annals in the middle 1850’s. Whereas a few decades before 
the mill owners of Lowell had gone out of their way to attract farmers’ 
daughters to work in their mills, now they lost interest in the girls and 
hired Irish immigrants. In other industries the coming of machines 
forced down the wages in once well-paid skills. Between 1837 and 1858 
the wages of boiler workers in Pittsburgh iron mills fell from $7 to $3 
a week, and of puddlers from $4.25 to between $1.90 and $2.50. Other 
craftsmen who suffered were handloom weavers, printers, sewing 
women, shoemakers, hatters, and cabinetmakers.’” Two or three 


11 Bureau of the Census, Historical Statistics of the United States 1789-1945 (Washington, 
D.C.: Government Printing Office, 1949), pp. 33-34. 
12 Norman Ware, The Industrial Worker (Boston: Houghton Mifflin Co., 1924), pp. 26-70, 
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generations earlier some of these people might have sought to improve 
their fortunes by migrating westward, but now the low-priced frontier 
land was 1,000 miles off, well out of reach. 

Labor was of course scarce again during the Civil War, but after- 
wards, with armies demobilized, slaves freed, industrialization proceed- 
ing at a more rapid rate, and overproduction the dominant problem in 
agriculture, many laborers did not fare well. Immigration from 
northern and western Europe sloughed off after 1882, for the people 
of those more advanced regions of Europe no longer bettered themselves 
sufficiently by coming to America. Several hundred thousand immi- 
grants a year, mostly from eastern and southern Europe, poured into 
the country, depressing wages in the unskilled trades.”* 

All the above should not be understood to imply that real wages were 
declining in an absolute sense. There is clear evidence to the contrary.” 
But labor was certainly more plentiful than it had been in the seven- 
teenth, eighteenth, and even early nineteenth centuries when employers 
often had to rely on indentured servants and slaves in order to have a 
dependable labor supply. Labor was more plentiful during the last half 
of the nineteenth century and in the early twentieth century than it 
has been more recently (the depression-ridden 1930's being the chief 
exception). About the turn of the century house servants could be 
hired for $3.50 a week and the large dwellings built in that era, which 
are becoming apartments today, attest to the fact that many families 
had servants. In fact the ratio of domestic servants per 1,000 families is 
about one quarter today what it was in 1890."° At times unemployment 
was considerable: 6.5 million were idle during some part of 1899.”° 

Capital became more plentiful during this middle period. An approxi- 
mate census of manufacturing capital in this country shows it to have 
been $50 million in 1820, $250 million in 1840, $500 million in 1850, 
and $1,000 million in 1860.’ Simon Kuznets shows that net capital 
formation was between 12.7 and 16.3 per cent of national income for 
various decades between 1869 and 1913.’° The Twentieth Century Fund 
has estimated that men and work animals provided 66 per cent of the 


18 Historical Statistics, pp. 33-35. 

14 Alvin Hansen, ‘Factors Affecting Trend of Real Wages,” American Economic Review, XV 
(March 1925), esp. 34. Real wages fell between 1840 and 1865, however. 

15 Herald Tribune (New York, N. Y.), Nov. 7, 1954. 

16 Frederick Lewis Allen, The Big Change (New York: Harper & Bros., 1952), p. 55. 

17 Victor Clark, Manufactures in the U.S., 1, 359. 

18 National Industrial Conference Board, The Economic Almanac 1956 (New York, 1956), 
Pp. 420-425. 
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horsepower-hours in production in 1850; fuel and machinery only 34 
per cent. By 1900 the share provided by men and work animals had 
fallen to 21 per cent and that provided by fuel and machinery had risen 
to 79 per cent.’® The value of equipment per worker in large manu- 
facturing establishments had risen from $560 to $2110 between 1849 and 
1899.” Railroad investment had grown from virtually nothing about 
1830 to $7.5 billions in 1890. And all this time interest rates were drifting 
downwards; for example, investors in Frankfurt, Germany bought 
some $40 million of railroad bonds in 1848-51 yielding 8 to 10 per cent 
interest and in 1878-90 British investors were averaging 6.5 to 7.3 per 
cent on their bonds.” 

Meanwhile, land was becoming relatively scarcer. Between 1850 
and 1910 the country’s population quadrupled and the nation became 
more urbanized and developed. Between 1880 and 1912 the value of all 
agricultural, mining, and industrially used lands rose in value from $10 
billions to nearly six times that amount, exclusive of improvements 
and equipment.” It was sometimes said that a farmer might lose money 
most of the time on his crops and yet wind up with a gain at the end of 
his life because of the sharp rise in the value of his land. The center of 
lumber production moved from the states of New York and Pennsyl- 
vania in 1849 to Wisconsin and Michigan in 1909. 

It is not so easy to indicate the economist who typified this second 
major period, as Adam Smith did in the first period. Probably the two 
most influential American economists were General Francis A. Walker 
and Henry George. Walker was the son of an economist, author of the 
most widely used economics text of the day, professor at Yale, one of 
the founders of the American Economic Association in 1885, and its 
president for the first seven years. The American Economic Association 
was founded by a group of men who felt that European economics was 
not representative of the economic conditions to be found in America 
at the time. Probably the economic theory for which Walker is best 
remembered is his “residual claimant theory.” He maintained that when 
the sales price of any product was divided up, the wage earner got 


19 Twentieth Century Fund, America’s Needs and Resources (New York: Twentieth Century 
Fund, 1955), p. 1116. Although work animals are really capital too, they are a notably primitive 
form of it. 

20 Bureau of Census, Statistical Abstract of the United States, 1939 (Washington, D.C.: 
Government Printing Office, 1940), p. 772. 

21 Cleona Lewis, America’s Stake in International Investments (Washington, D.C.: Brookings 
Institution, 1938), pp. 45-46, 163-164. 

22 Historical Statistics, p. 9. 
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what was left after the rent, interest, and profit payments had been 
taken out. As he saw it, labor was not the source of value, as Adam 
Smith had once said; rather the wage earner, a weak bargainer, took 
what was left. Walker also felt that “government is only a policeman 
to keep people from breaking each other’s heads or picking each other’s 
pockets.” It had no social responsibility beyond that.” 

Although Henry George was much criticized by economists, includ- 
ing Walker, and was often considered a mere journalist and propa- 
gandist, his book, Progress and Poverty, was one of the half dozen best 
sellers of the nineteenth century. With its plea for the Single Tax on 
land it had tremendous influence. George wanted to place the Single 
Tax on economic rent, and to abolish all other taxes. He felt it was 
very wrong for landowners to get the benefit of rising land values 
merely because they owned fertile or well-situated land at a time when 
the population was increasing and the demand for land growing. 
Although George’s Single Tax was not tried, his efforts called attention 
to the economics of land, causing taxes on it to rise. One historian of 
economic thought said, “He has done more in America to popularize 
the science of political economy than any other economist.” ** 

The result of the changes in the relative values of the factors of 
production were bound to have their effects on public policies. Slavery 
and indentured servitude died out in the North in the eighteenth 
century because hired men and later machines could do the work 
more satisfactorily. By 1860 the North was asking that the South agree 
to a policy that would localize slavery and eventually end it. The South 
refused, war followed, and slavery was soon abolished outright. This 
also was a period of almost callous indifference on the part of employers 
toward the welfare of labor, an attitude that reached the government as 
well. President Rutherford Hayes called out Federal troops to suppress 
the railroad strike of 1877 without seeking to discover the causes of this 
spontaneous uprising. It did not occur to the government to alleviate 
the suffering of the unemployed during depressions in the 1870's, 1884, 
1893, 1896, and 1907. On February 16, 1887, President Grover Cleveland 
vetoed a bill for the distribution of seeds in the drought-stricken areas 
of Texas. He said that the Constitution did not justify government aid 
to relieve individual suffering, adding “though the people support the 
Government, the Government should not support the people.” ** When 


23 Bell, Economic Thought, pp. 505-512. 

24 Sidney Sherwood, writing in 1897 and quoted in Ibid., p. 518. See also pp. 513-519. 

25 James D. Richardson, A Compilation of the Messages and Papers of the Presidents, 1789- 
1902 (Bureau of National Art and Literature, 1903), VIII, 557. 
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laborers and farmers organized in self-defense against the exploitation 
of their weaknesses and misery, they were not especially successful. The 
Knights of Labor, dedicated to help the unskilled as well as the skilled 
laborer, withered in the late 1880’s. The farmers’ Populist party had a 
shorter life. 

Rather, government’s concern was for the protection of capital. After 
the Civil War inflation, a brief purposeful deflation was staged to 
restore the value of the dollar to its former level, despite the protests 
of the farmers especially. After specie payments were resumed in 1879, 
the deflation continued. True, it was no longer purposeful, but efforts 
to counteract it by using more silver were resisted by defenders of 
capital. Corporations were encouraged and were protected by the 
Supreme Court’s interpretation of the due process clause of the Four- 
teenth Amendment. This prevented state legislatures from passing 
laws that would infringe the corporations’ enjoyment of income in a 
way that the court regarded as unreasonable, and most judges were 
sympathetic to the corporate viewpoint. For a long time railroads and 
trusts had a free hand to do much as they pleased. In his biography 
of Henry Varnum Poor, Alfred Chandler comments, “As long as 
the procurement of funds remained the paramount need in the 
[railroad] industry, the financially oriented executive dominated the 
American railroads.” ** Finally in 1887 and 1890 Federal legislation 
caught up with railroads and trusts. But the courts interpreted the laws 
loosely at first. It was not until 1904, in the case of trusts, and 1906, in 
the case of railroads, that these big businesses really began to feel the 
restrictions. It was the nation’s leading capitalist, J. P. Morgan, who 
saved the gold standard in 1895, and who singlehandedly ended a 
financial panic in 1907, acting in the dual capacity of the Federal 
Reserve System and Reconstruction Finance Corporation of a later 
period. As for taxes, the income tax was repealed after the Civil War, 
and when re-enacted in 1894, was immediately declared unconstitu- 
tional. The Morgans, Carnegies, Rockefellers, Vanderbilts, Goulds, 
and others enjoyed high incomes and paid infinitesimal amounts in 
taxes. 

The rising value of land and resources is best evidenced by the 
nation’s rather sudden interest in conservation, and all that led up to 
it and went with it. An early piece of conservation legislation was the 
Timber and Culture Act of 1873. In 1908 came the conservation move- 
ment itself, followed by a four-volume inventory of our natural 


26 William Miller (ed.), Men in Business (Cambridge: Harvard University Press, 1952), 
p. 285. 
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resources. Conservation emphasized the establishment of national 
forests, flood control, and generally wiser use of resources. Meanwhile 
the creation of a Department of Agriculture in 1862, given cabinet 
status in 1889, evidenced growing concern with better use of our arable 
lands. 

The second period came to an end with World War I. Labor became 
markedly scarcer under the stress of war and the drafting of four 
million soldiers; immigration dried up, and postwar immigration laws 
never permitted it to resume its prewar rate of flow. Unions grew 
rapidly during the war and increased their power. Americans were 
taught to save and invest by Liberty Bond campaigns, and America 
replaced England as the money-lending nation of the world. We 
became a creditor nation after about 1916. 





Ii 


What gives us our immense economic and political power today is 
our productivity and that in turn stems from the fact that we have 
all kinds of fast, specialized, laborsaving tools to work with. The 
American worker is not more industrious than the German, Russian, 
or Chinese worker, but he does have very much better equipment. Just 
as an abundance of resources soaked up the available labor supply in 
colonial times, so an abundance of capital equipment does the same 
thing today. On one occasion, the economic machine got seriously out 
of order, in the dismal 1930's, and labor became plentiful again. There 
were 12,000,000 unemployed at the low point. But even then unions 
were gaining in strength and power, a situation that was abnormal for 
a depression. A chief legacy of this experience was a resharpening of 
the old fear of depressions and their attendant unemployment. When 
labor soon achieved a position of greater power than ever before, it 
resolved to protect itself against this danger as much as possible. 

The evidence that labor was becoming scarcer and stronger in the 
last generation is fairly evident and not especially controversial. For 
example, between 1929 and 1955 the share of national income that 
went to compensate employees rose from 59.3 per cent to 68.8 per 
cent according to the Department of Commerce.” This is because the 
labor factor of production was in such a good bargaining position. Real 


27 Department of Commerce, Survey of Current Business, July, 1956, pp. S-10, 11. The 
figure was 57 per cent in 1915. See National Industrial Conference Board, Economic Almanac 
1956, p. 424. 
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wages in manufacturing industries have tripled since 1914. The national 
income is divided much more evenly now than it was in 1935-36. In 
that year the top economic 5 per cent of the population received 26.5 
per cent of the national income compared to 20.7 per cent in 1953. The 
top 20 per cent got 51.7 per cent compared to 44.9 per cent in 1953. 
And the bottom 20 per cent got 4.1 per cent compared to 5 per cent in 
1953." Close to 28 per cent of the labor force is unionized today in 
contrast to 3 per cent in 1900.” Immigration has been cut to a trickle. 
The profession of domestic servant is virtually on its way out:.there are 
only a quarter as many now per 1,000 population as in 1890. The 
American laborer is the highest paid in the world, he works the fewest 
number of hours for his pay, and gets many security benefits from his 
government besides.*° 

As for land and resources, the picture is mixed, and despite the rise 
in population since World War I, land and natural resources are not a 
great deal scarcer, relatively, than they were then if purchasing power 
changes are taken into account. The value of land and buildings on 
Manhattan Island was $7.6 billions in 1920 and $12.5 billions in 1952, 
in current dollars in both cases. The portion of national income going 
to agriculture, mining, and quarrying was 22 per cent in 1920. It was 
7 per cent in 1955, a substantial decline.** The highest-grade farm land 
sold for about $400 in Illinois and Iowa in 1918, and today it sells for 
about twice that figure. True, oil wells have to be sunk deeper, good 
lumber is farther from the market, and the end is in sight for Mesabi 
iron ore. On the other hand, we use a third less coal than in 1920, we 
are able to use lower grade lead and copper ores than formerly, and 
because of lower transportation costs, we can utilize resources here and 
abroad that formerly were inaccessible. 

It is in capital that the great change has taken place since World 
War I. The National Bureau of Economic Research talks of America’s 
five billion energy slaves. According to the Twentieth Century Fund, 
men and work animals provided 14 per cent of the horsepower hours 
in production in 1910, and fuel and machinery the remaining 86 
per cent. By 1950 fuel and machinery were providing 98.5 per cent.” 


28 Economic Almanac 1956, p. 376. 

29 Ibid., pp. 358-361; Statistical Abstract of the U.S. 1955, p. 219; Historical Statistics, 1789- 
1945, P. 139. 

30 America’s Needs and Resources, p. 904. 

31 Historical Statistics, p. 11; Bureau of Census, Continuation to 1952 of Historical Statistics 
of the U.S. (Washington, D.C.: Government Printing Office, 1954), p. I. 

32 America’s Needs and Resources, p. 1116. 
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The horsepower per employed worker has changed from two in 1890 
to four and a half in 1920 and five and a half in 1950.*° The efficiency 
of our machines has greatly improved too. This is why the output per 
worker is constantly increasing even though the man works shorter 
hours and usually is trained to perform fewer steps in the producing 
operation. In the last 10 years net private capital formation has averaged 
very close to $20 billion a year. Of course what makes possible all this 
investment is the savings of individuals and of corporations. The savings 
in banks, insurance companies, and pension funds have grown from 
$16 billion in 1916 to $276 billion in 1954.** Individual net savings were 
about 10 per cent of disposable income between 1920 and 1929.” 
Personal savings fell to only about 2.5 per cent of disposable personal 
income in the ten years 1930 to 1939 but rose again to 6 per cent in the 
ten years 1946 to 1955. Just about every kind of interest rate that you 
can name has declined between 1925 and 1955. Moody’s corporate bond 
yields have declined from 5 to 3.5 per cent, and rates on bank loans in 
northern and eastern cities have fallen from 5 to 4 per cent.*® 

It is no problem to find the most influential economist of the recent 
period. Once again, it is an Englishman, as it was a century ago, and 
his name is John Maynard Keynes. He has had many enthusiastic 
followers in this country, the best known probably being Alvin Hansen 
of Harvard. Keynes was interested in preventing and curing depres- 
sions, and in the promotion of full employment. His chief device 
for accomplishing this was the stimulation of investment, private if 
possible, but governmental if need be. He proposed to stimulate in- 
vestment by keeping interest rates low so that borrowers would be 
tempted to borrow to expand plant and inventory. He also believed that 
encouraging the consumer to buy was more important than encouraging 
the producer to believe he could produce at a profit. He was inclined 
to blame the “Great Depression” on oversaving and underconsump- 
tion.*’ There was nothing especially new about many of his theories. 
Others had voiced them before but not at such an appropriate time as 
Keynes did, or perhaps as persuasively. His theory fitted the times— 





33 Ibid., p. 913. 

34 Economic Almanac 1956, pp. 408-409. 
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a depression problem to solve, the friends of labor in power, capital 
more plentiful than ever before in history, and its owners in disgrace. 

Let us turn now to the major developments in public policies that 
seem to reflect the changes in the relative values of the factors of 
production. Since labor is dearer and in a much better bargaining 
position, laborers are strengthening their position against their em- 
ployers and making sure that they will be more secure if another 
depression appears. The National Industrial Recovery Act of 1933 
and the Wagner Act of 1935 insured laborers of the right to bargain 
collectively. The Social Security Act of 1935 gave some measure of 
economic protection against unemployment and impoverished old age. 
The Fair Labor Standards Act of 1938 eliminated child labor and set 
up minimum wages in interstate commerce. The Full Employment 
Act of 1946 announced that it was the policy of government hence- 
forth to seek to achieve “maximum employment, production and 
purchasing power.” Sumner Slichter has aptly said that we live today 
in a “laboristic economy,” meaning that labor leaders wield political 
power today much as capitalists did two generations ago. 

The decade of the 1930’s saw renewed interest in conservation. True, 
some of this interest was a way to provide employment for labor: the 
Civilian Conservation Corps of 1933, for example. But the Tennessee 
Valley Authority set up to effect flood control and rebuild that worn-out 
area of the nation was largely a conservation project. So were the huge 
dams erected on the Colorado and Columbia rivers and the more 
recent Missouri Valley Authority project. Likewise, the turning of the 
Agricultural Adjustment Administration into a Soil Conservation Act 
in 1936 is evidence of the public appeal of conservation. The government 
also put an end to the Homestead Law in 1935. And it has taken over 
55 million acres of national forests since 1920, which is a 30 per cent 
increase in its holdings.** The federal government now owns a third 
of our forests and permits lumber companies to cut from them only in 
limited amounts and according to high standards of lumbering. The 
Department of Agriculture spends many millions each year to teach 
farmers how to protect their land against erosion and exhaustion. 

As for capital, since that is now less highly regarded than formerly, 
it does not fare so well; it is now in the position of the “residual 
claimant” that labor formerly held (according to Francis Walker’s 
theory). Where once any administration that did not balance its 


38 Statistical Abstract of the U.S., 1955, p. 710. These holdings had doubled between 1905 
and 1920. 
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budget or that threatened the gold coin standard was on the defensive, 
now these two institutions enjoy much less respect. The gold coin 
standard disappeared in 1933 and our federal budget has been balanced 
only four times in the last 27 years. The government was for at least 
20 years on a “low interest rate standard,” that is, interest rates were 
purposely kept low, in keeping with Keynes’s theories. In other words, 
where once it was labor, through unemployment, that was expected to 
provide the business opportunities that would lift the country out of 
a depression, now it is the owner of liquid capital. If inflation results 
later on, and erodes savings, that is unfortunate but it is regarded as a 
lesser evil than unemployment. 

The capitalist or the man who saved was blamed for the depression 
for years and ever more highly taxed. George Humphrey, the wealthy 
businessman Secretary of the Treasury after World War II, is a replica 
in many respects of Andrew Mellon, the wealthy businessman Secretary 
of the Treasury after World War I, but Humphrey has not been able 
to cut tax rates, balance the budget, and reduce the public debt to 
the same degree that Mellon did. Public opinion will not stand for 
it today: it might precipitate a depression, it is said. Oversaving by 
business is more feared than overspending by government. 

A development like automation, which would have been welcomed, 
if believed, in colonial days of scarce capital, is regarded today as a 
menace. Labor overlooks the basic truth that the scarce’ factor of 
production has always gained at the expense of the plentiful ones. 
It is capital equipment, making possible high productivity, that gives 
the American worker his high standard of living and makes him so 
much in demand. 





IV 


Nothing that is new in the way of fact has appeared in this paper. 
The contribution lies in the manner of assembling the facts used and 
in the pattern that results. In the course of 200 years our kaleidoscopic 
economy has shifted from one of cheap land, to one of cheap labor, 
and finally to one of seemingly cheap capital. A new group of econo- 
mists has appeared in each instance to tell us how to appraise the 
economy that we have and how to live in it. With or without the help 
of economists our people and government pursued policies in each 
period that reflected the relative esteem in which the various factors 
of production were held. 
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What is unique about the latest shift in the economic scenery is that 
this is probably the first time in world economic history that capital 
has been the plentiful factor of production in a nation. We may hope 
that it will augur greater physical well-being and greater freedom 
from anxiety than when either of the other two factors was abundant. 
For when labor is abundant, most people are likely to be poverty- 
stricken and exploited so that a few may live well. When land is 
abundant, a sizable portion of the population is likely to be enslaved 
so that a few may live well. Now that capital is plentiful, it has been 
possible for capital itself to be exploited so that a growing proportion 
of our people live well. The average family income was $5520 in 1955. 

Does all this mean that at last we are approaching the millennium? 
It may be within our grasp, but have we the wisdom to seize it? When 
land was abundant, our people wisely conserved labor and capital at 
the expense of land and resources. Unfortunately they overdid their 
exploitation of resources and later had to suffer the discipline of 
conservation and of rapidly rising prices for prematurely scarce raw 
materials. When labor became more plentiful, at first it was put to 
very efficient use in the sense that an industrial economy was put into 
operation. But labor was exploited and fears and bitternesses were 
implanted that subsequently had to be placated at very great cost. 
Now that capital is relatively plentiful, perhaps it is being more wisely 
used, and the income from it is better distributed than some care to 
admit. But will this eventually be overdone too? We should be on 
guard lest we exploit, waste, and discourage capital now just as we 
did the other two in their days of relative plenty. 


Donatp L. Kemmerer, University of Illinois 
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